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Summary,of;SelectedConsolidated FinancialData)

i
|
i

’ | [Dollars in thousands,:except per share data) 2006 2005

: Operating Data |
i interest income $ 158,393 $ 140,179
“Interest expense 76,087 57,558
1 Net interest inconie 82,306 82,621
| Provision for loanjlosses ' 20,294 5,764
{ Non-interestincolme 35,827 35,878
Non-interest expense 75,877 77,557
i Net income ! 19,547 27,299
|
|

Per Share Data |
Net income
Basic
l Diluted
' Cash dividends déclared
Net book value
| Significant Ratio:;'.
| ‘Return on averags: assets
I Return on averag-'a equity
: Average shareholz:lers’ equity to average assets
Efficiency ratio
% Net interest margin
" Credit Quality Ratios
Allowance for Ioa:n losses to loans, .
net of unearned income 1.18% 1.39%
Net charge-offs ttij average loans 1.32 0.31

'Average Balance;s
Total assets $2,719,056 $2,746,425

!
} _ Interest-earning assets (1) 2,480,533 2,488,513
!
i
|
|
i

‘Securities, at amc!rtized cost 659,142 - 757,694
Loans, net of une:arned income 1,782,918 1,688,547
- Deposits | 1,983,280 1,870,385
Interest-bearing liabilities 2,210,512 2,255,510
Shareholders’ equity 230,017 216,278
" At Year End |
Total assets ) $2,684,479 $2,708,142
Interest-earning .ssets ) 2,435,866 2,464,958
Securities ' 614,718 681,030
Loans, net of un€amed income 1,790,976 1,750,192
Deposits ] 1,953,852 1,808,503
Interest-bearing liabilities 2,173,040 2,201,858
Shareholders’ eqlity 235,474 220,098
Other Data
Number of sharelholders 2,109 2201
" Number of full-time equivalent employees 802 843

i
1
]
]
|
i
: Number of offices 74 74
!
i
1
i

Trust assets unde::r management $ 477,031 $ 404,115

|, . . .
{1) Includes securities available for sale at amortized cost.




Letter to Shareholders

Dear Fellolw Sﬁareholders and Friends:
1

| ?m pleased to report that 2006 was a year in

|
whlch we accomphshed nearly all of the I
|
)
)

. '
non-performing loans, Isolid revenue growth,

ob]ectwes tha': we established in our three-year reduced expenses, and|the ‘announcement of an

strateglcpl?an., attractive acquisition | - Prairie  Financial

' b ‘ _Corporation and its subsidi'ary bank, Prairie Bank
Our StratTglC Plan Results j and Trust. Most imp?rtaf\tly,‘qur stock price
Inl 2006, wc.; added to the progress we made in | increased 29?/!;i and when;coupled with a 6%
2?04 and.%005 by improving our performance dividend increase in mild-i2006, resulted in a total
re}lative to ;oui peers in almost all areas. Our shareholder return of 32%. | !
strategic ;?Ilan;targeted improved performance . '
b?th ]by ﬁnaﬁcial measures and stock price Late in the fourth qualrter of 2096, we became
performance. 'Of the four objectives set three ,aware of a customer fraud issu;e with a large
years ago, ﬁe met or exceeded them in all areas - }‘ borrower, After careful analysis, we determined .
ac;:elerated rev:Penue growth, improved operating that our most prudent acticn wou!d be to charge-
efficiency,' pr?\.'iding quality service white |'off the entire’$17.7 million baIanFe to eliminate
developing!existing employees and increasing  « any future financiaf exposure. Further details are
our managenal depth, and lowering our nsk ,contamed in ourJanuary 22, 2007 news release to
profllc? by reducing non-performing !oans | report fourth quarter and year- end earnings. This
Though we‘reached our goal for reducing non-  relationship originated in|1997 as'part of an out-
perfo%"uiné Ioalns, we did experience an increase of-market Iendi}lg strategy fhrouéh brokers, and
in net charge offs due to a fourth quarter loan there are no dther loans remaining from that
problem, whlch | will talk about fater in this Ietter strategy. We are proud Iof| the strldes our risk
:l 5 , management team has) made to ‘lower our risk
Our 2006 Pérf¢rmance f ' profile. In fact, we have' reduced our non-
TthUHQhOUt ’2005 we showed steady !performing loans to the lowest level since 1997.
|

It
|mprovement in all areas of our company

| | Y
Through the third quarter, we were on target to Significant Accomplishments in 2006

TN .
meet or exlceed our key abjectives with double- |- we achieved positive operating leverage as we
dlglt growth in earmngs significant reduction in grew reve'ntlle while rgducii-.g expenses.

|
integra Bank 2006 Annual Report
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Revenue, notjincluding securities gains and
losses and a branch sale gain, increased 3.3%
and non-interast expense declined 2.2%.

+ We grew net checking accounts by over '6,000

accounts due to our continued focus on our

High Performance Checking program. This -

program was the primary driver in our 23%
increase in sarvice charge income and 35%
increase in debit card income in 2006.

+ Our commercial real estate loan outstandings
grew from $2l50 million to $362 million at year-
end, ahead of expectations,

+ During the second and third quarters, we
added a commercial banking team in the
Greater Cincinnati market. As of year-end,
their loan cutstandings had exceeded the
original busipess plan by 13%, which will carry
momentum heading into 2007,

+ Our non-performing loans declined from $25
million to ag:proximately $9 million.

« Our  Weelth Management  Group's
contributior, to income increased 57% due to
new customer growth and increased assets
managed.

+ Our focus cn Integra's “| Care” service quality
program continued to .have a significant
impact, as best demonstrated by our growthin
customer referrals. These referrals represented
46% of ne'w checking accounts opened in

2006.
i

We understand that the way we reward our
shareholders is by growing revenues and
earnings based on the relationships we build.
Our continued growth in new accounts, deposits,
loans, and fee income confirms we are doing the
right things to build customer relationships.

Continuing To Improve Our Sales Culture

In 2006, we continued to boost our sales efforts.
Building a winning sales culture does not
happen overnight, but we have seen the
successful results of our work. We continue to
have regular sales meetings in all our markets.
Our business lines have specific sales and referral
goals. We track and measure our results from
every line of business. And most importantly, we
continue to modify and strengthen incentives
that align employee, customer, and shareholder

interest,

Developing Our Existing Employees and
Attracting New Talent To Carry Us Forward

As we grow our company, we realize that we
must grow our talent. This means developing
our existing employees with training and
resources, recruiting new talent for open
positions, and growth in new markets. In 2006,
we enhanced our Human Resources area with
the addition of a recruiting manager and the
implementation of a process that assesses
potential work behaviors. We started testing our

——
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appllcants bFfore hiring and we also continued

i
!
{
|
|

to Iook at hiring proven, talented managers from
successful orgar:lzatlons We have demonstrated
th|s|su$cesslw1th the additions of our commercial
real estate t‘eam!durlng the past three years and

our.commercial ban'king team in 2006.
N b
|

i

Keyllnltlatlve‘s mI 2007 ¢

+ The ﬁompletlon of a successful integration of
P:’ame leaincr?l Corporation.

+ The continuéd focus on improving oulr'

operatlng'eff'mency
+ The
mcvrtgage:I

introduction of a new residential
et

sfrategy, partnering with a
natlonally recogmzed firm that will allow us to
ma:nkam brand integrity while reducing cost
arld rdsk In add:tlon, this new partnership
should mcrease new customer relationships
whlle*offermg our customers better products
with high quallty service, This approach is
similar to pIrewous strategic partnerships we!
formecli W|th our credit card and merchant.
proce?smg busmesses

Branch expansuon with the addition of
locations uUkey growth markets, such as our
new dlnion, Ker'ttucky Banking Center in the
Gfeatelr Cirllcinﬁati market, which is due to

open at mid-.yeér.

1 .
The continued development of new products

to {serve our | customers, like our 2006

ool .
introductioqs of EasyScan™ Remote Capture

| . 1

Business Solution, Integra’s High Performance

\
|
I
|
14
|
I
|

\ Savings, Integra’s Health]Sa'vings Account, and
|our new web |oan applications. '

lWe believe these efforts will help Integra's net
income to grow {:Ilt a high single digit growth rate,
-]c;!utperforming our peer group. We are focused
during the nextthree years on il;nproving our
performance from peer median to first quartile.
| L

In closing, I want to again thank and acknowledge
Integra s great empioyees Our customer base is
growing due to {their spirit, service focus, and
||)roductivity. Wa?:1 continue to“work hard to build
a great bank. We apprecliate yourginterest and
confidencein Intigra Bank.
l

///é/-.

Mlchael T.Vea '
Chairman, President and CEQ




Shareholder Summary

: were outstanding.

Stock Profile _

Integra Bank Ccl'rporation common stock is traded and quoted on the The NASDAQ Global Market®
under the symbol IBNK. As of December 31, 2006, the Corporation was owned by 2,109 shareholders of
record not including nominee holders which would increase the total. At year end, 17,794,289 shares

Dividend Reinvlestment

Shareholders may purchase additional shares of common stock through the Dividend Reinvestment
Plan. Contact our transfer agent for details or to request a prospectus and/or enrellment forms. Fifty
percent of the shareholder base participates in the Dividend Reinvestment Plan, and 30,105 shares were
purchased throlugh the Plan in 2006. Integra Bank Corporation also offers an ACH automated deposit of

dividends paid.l

Transfer/Dividend Distributing Agent

The Trust Depa}l'tment of Integra Bank N.A.is both the stock transfer agent and dividend paying agent for
Integra Bank Corporation. The department can be contacted by calling (812) 464-9668, or toll-free at
{B77) 642-9664, or by writing: Integra Bank N.A, Trust Department, 21 S.E. Third Street, PO. Box 868,

Evansville, Indi.'fma 47705-0868.

I
Active Market IParticipants
1

The following companies make a market in [BNK stock:

AUTO  Autcmated Trading Desk Financial Services, LLC HDLY  JJ.B.Hilliard, W.L. Lyons, Inc.

BTRD B-Trade Services LLC KBWI Keefe, Bruyette & Woads, Inc.
CDRG  Citaile) Derivatives Group LLC NITE  Knight Equity Markets, LP.
ETRD  E*Trade Capital Markets LLC LEHM  Lehman Brothers, Inc.

SBSH Citiglnoup Global Markets, Inc, . SDLR Sandler O'Neill & Partners, L.P.
MWRE FTN]Midwest Securities Corp. STFL Stifel, Nicolaus & Company, Inc.
GSCO Goldman, Sachs & Co, SUSQ Susquehanna Capital Group
HOWE Hov:'e Barnes Investments, Inc. - UBSS UBS Securities LLC

| .
Several ECN's ?hat are not registered market makers also supply liquidity to our stock.

Price Range nif Common Stock and Declared Dividends

The following table sets forth the cash dividends declared per share and information regarding the
market prices|per share of common stock for IBNK for the periods indicated. The price ranges are based
on actual higllt and low bid transactions as reported on The NASDAQ Global Market®.

Integra Bank 2006 Annual Report
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|

Prlce  Range of Common Stock :
and' Dmdends Declared by Quarter

Investment Data)

December 31 }2066

52 Week Range (per share)

$19.81-5%2830

|
|
Closmg Stock Price (per share) $27.52 |
Comimon Shares Outstandmg 17,794,289 ' \
Shares T:aded Dunng the Year 12,925,166
Cash‘le'ldend (per share) $0.67 \
Dlwdend to A\"erage Price {%) 2.80%

It
|
Equal Opportlumty Employer

Dollars per Share stQtr. 2nd Qtr.  3rd Qtr.  4athQtr.
aoie | ]| i:

High | $22.86 $23.10 $26.50 $28.30
Low l [ 1981 2080 2110 } 2475
Dlwdends Declared 0.160 0170 0.1?0 iD.l 70
2005 i ‘ . 1

ngf'll | i $23.46 $23.15 523.6!0 ?22.48
Low ! 2042 19.77 20.70 119.47
Divi?enﬁis Delclar’ed 0.160 0.160 0.1 6:0 ’0.1 60

! t

|
lntegra Bank Corporatlon (FIN# 35-1632155) is an equal opportunity employer

All matters regarding

are free from all dlscnrnmatory practices. :

i o
Additional Inform'ation : ‘
Analy'sts mvestors and others interested in obtaining fi f'nanmaI data are

Relations Departrnent at Integra Bank Corporation, (812) 464-9677.
!
i
News Media [ I :

|
Senior Vice Prestdent and Director of Marketing, at (812} 464-9753

| | )
'lli .; '

1.

recrumng, hlrling training, compensation, benef"ts, promot:on transfers a|nd all other personnel policies
¥

!
!
asked to contact the Investor

T
4 i

NewsImedia representatlves seeking information shou!d visit our News Release |selctmn of the Integra
Bank web snte for current and archived releases. Addmonal questions.can be dlrected to Greg Pence,

L4
3

—
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
! Washington, D.C. 20549

i Form 10-K

Vi AN:NUAL REPORT PURSUANT TO SECTION 13 OR
OF THE SECURITIES EXCHANGE ACT OF 1934

Forithe fiscal year ended December 31, 2006
OR |

! OF THE SECURITIES EXCHANGE ACT OF 1934

For‘the transition period from to

Comimission file number 0-13585

INTE(;RA BANK CORPORATION

{Exact name of registrant as specified in its charter) |

Indiana : . 35.1632155
" (State or other jurisdiction of (LR.S. Emplover
. incorporation or orianization) : -ldentification number)
21 SE Third Street, P.O. Box 868, 47705-0868
Evansville, IN {Zip Code) -

(Allddrcss of principal executive affices)

i Registrant’s telephone number, including area code:
812-464-9677

! Securities registered pursuant to Section 12(h) of the Act:

COMMON STOCK, $1.00 STATED VALUE
( Title of Class)

Securities registered pursuant to Sectlon 12(g) of the Act:
NONE

Inclicate by check mark if the registrant is a well- known scasoned issuer, as deﬁnecl in Rule 405 of the Securities
Yes O No %) i

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Yes O  No

4
Tnulicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities

Exchange Act of 1934 during the preceding 12 months {or for such shorter period that the registrant was required to file such reports), and
{2) has been subject to such filing requirements for the past 90 days. Yes 4 Ne O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not

be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part HI of
this Form 10-K or any amendment to this Form 10-K.

' b .
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer. See

definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.

Large accelerated filer O Accelerated filer Non-accelerated filer {3

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Yes L . No

Based on the closing sales price as of June 30, 2006 (the last business day of the registrant’s most recently completed second

quarter), the aggregate market valuz of the voting stock held by non-affiliates of the registrant was approximately $323,768,000.

The number of shares outstanding of the registrant’s common stock was 17,675,423 at March 1, 2007.
: DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s Proxy Statement for the 2007 Annual Meeting of Shareholders (Part I1I).
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{ o . FORM 10-K ‘-

INTEGRA BANK CORPORATION
i . December 31, 2006 , - - oo ;

b ' " PARTI

ITEM 1. BUSINESS

. General o R .

: Integra Bank Corporation is a bank holding company that is based in Evansville, Indiana, whose principal
~ subsidiary is Integra Bank N.A., a national banking association, or Intégra Bank. As used in this report and unless
the context provides otherwise, the terms we, us, the company and Integra refer to Integra Bank Corporation and its
sub51d1anes At December 31, 2006, we had total consolidated assets of $2.7 billion, We provide services and
assnstance to‘our wholly-cwned subsidiaries and lmegm Bank’s subsidiaries in the areas of strategic planning,
admlmstratlon and general corporate activities, In return we receive mcome and/or dividends from Integra Bank,

where most of our busme*s activities lake place. ‘
. 1 N o ‘1 )

Integra Bank provnde; a wide range of financial services to the communmes it serves in Indiana, Kemucky,
Illinois apd Ohio. These scrvices include commercial, consumer and mortgage loans, lines of credit, credit cards,
transaction accounts, time deposits, repurchase agreements, letters of credit, corporate cash management services,
correspondent banking setvices, mortgage servicing, brokerage and annuity products and services, credit life and
other selected msurance products safe deposnt boxes, online banking, and complete person.ll and corporate trust

SﬁI’VlCLS ! LY
v

Integra Bank’s products and services are delivered through its customers’ channel of preference. At
December 31, 2006 Integra Bank had 74 banking centers, 128 automatic teller machines and four loan producuon
offices. Integra Bank also provides telephone banking services, and a suite of Internet-based products and services
thal‘canlbe found at our website, hitp:/fwww.integrabank.com.

At 'December 31, 2006, we had 802 full-time ecjuivéient'employees ‘We provide a wide range of employee
benefits; are not a party to any collective bargaining agreements, and in the opinion of management, en_}oy good
relations with our emplovees. We are an Indiana corporation whlch was formed in 1985.

. ? K] . . .o s ’

COMPETITION . . ' : ) v

We have actlve competition in all areas in which we presently engage in business. Integra Bank competes for
commercnal and individual deposits, loan'; and financia)’ services with other bank and non—bank institutions. Since
the amoum of money a bank may lend to a single borrower, or to a group of related borrowers, is limited to a
percentage of the bank’s capital, competitors larger than Integra Bank have higher lending limits than Integra Bank.

In'addition to competing with depository institutions operating in the same market areas, we compete with
variousmoney market and other mutual funds, brokerage houses, other financial institutions, insurance companies,
leasing companies, reguliated small loan companies, credit unions, govérnmental agencies, and commercial entities
offering financi'all service:s and produets.

»

) .
FORE_[GN OPERATIONS _ )
We-and our subsndxanes have no forelgn bankmg centers or sngmﬁcant business with foreign obligors or
deposntors - :
REGULAT[ON AND SUPERVISION

General
v : 1 : '

We are a rcglslered bank holding company under lhe Bank Holdmg Company Act of 1956, or BHCA, and as
such are subject to regulation by the Board of Governors of the Federal Reserve System, or the Federal Reserve. We

| 3




1 .
file periodic reports with the Federal Reserve regarding our business operations! and are subject to examination by
the Federal Réserve, ' :

'

Integra Bank is supervised and regulated primarily by the Office of the C‘Iomptroller of the Currency, or the
OCC. Itis also a member of the Federal Reserve System and subject to the applicable provisiens of the Federal
Reserve Act and the Federal Deposit Insurance Act.

The feder'al banking agencies have broad enforcement powers, including'the power o terminate deposit
insurance, impose substantial fines and other civil and criminal penalties, and ‘appoint a conservator or receiver.
Failure to eomply with applicable laws, regulations, and supervisory agreements, could subject us, Integra Bank, as
well as our officers, directors, and other institution-affiliated parties, to admmlstratwe sanctions and potentially
substantial civil money penalties. In addition to the measures discussed under “Dep0s1t Insurance,” the appropriate
federal banking agency may appoint the Federal Deposit Insurance Corporation, or-FDIC, as conservator or receiver
for a banking msmutmn {or the FDIC may appoint itself, under certain circumstances) if one or more of a number of
circumstances exlst  including, without limitation, the banking institution becomllng undercapitalized and having no
reasonable prospect «of becoming adequately capitalized, it fails to become adequ'ately capitalized when required to
do so, it fails to submit a timely and acceptable capital restoration plan, or it!materially fails to 1mplemem an
accepted capltal restoration plan. Supervision and regulation of bank holding companies and their subsidiaries is
intended pnmanly for the protection of depositors, the deposit insurance funds of the FDIC, and the banking system
as a whole, not-for the protection of bank holding company shareholders or credllors

i ' . .

'
:

Acqwsmans Iand Changes in Contrel i

Under the lBHCA without the prior approval of the Federal Reserve, we may not acquire direct or indirect
control of more lhdn 5% of the voting stock or substantially all of the assets of any company, including a bank, and
miay not merge or consolidate with another bank holding company. In addmon the BHCA generally prohibits us
from engaging in any non-banking business unless such business is determined by the Federal Reserve to be so
closely related to banking as to be a proper incident thereto. Under the BHCA, the Federal Reserve has the authority
to require a bank holding company to terminate any activity or relinquish contro] of a non-bank subsidiary (other
than a non- bank submd:ary of a bank} upon the Federal Reserve’s determmanon that such activity or control
constitutes a serlous risk to the financial soundness and stablluy of any bank sub51d|ajy of the bank holdmg
company. - ; :

The Chainge in Bank Control Act prohibits a person or group of persons from acquiring “control” of a bank
holding company unless the Federal Reserve has been notified and has not objected to the transaction. Under a
rebuttable presumption established by the Federal Reserve, the acquisition of 10% ‘or more of a class of voting stock
of a bank holdmé company with a class of securities registered under Section 12 of i the Securities Exchange Act of
1934 would, under the circumstances set forth in the presumption, constitute acqunmon of control of the Company.
In addition, any .company is required to obtain the approval of the Federal Re;serve, under the BHCA, before
acquiring 25% (5% in the case of an acquirer that is a bank holding company) or more of our outstanding common
stock, or otherwise obtaining control or a “controlling influence™ over us.

F
1 i

‘

Dividends and Other Relationships with Affiliates - '.

The parent holdm;, company is a legal entity separate and distinct from its sub51d1anes The primary source of
the parent company ’s cash flow, including cash flow to pay dividends on our common stock, is the payment of
dividends to it by Intégra Bank. Generally, such dividends are limited to the lesse:r of: undivided profits (less bad
debts in excess of the allowance for credit losses); and absent regulatory approval, the net profits for the current year
combined with retamed net profits fot the preceding two years. Further, a depository institution may not pay a
dividend if it wou]d become “‘undercapitalized” as determined by federal banking }-egulatory agencies, or if, in the
opinion of the appropnate banking regulator, the payment of dividends would consutute an unsafe or unsound
practice. !

Integra Bank is subject to additional restrictions on its transactions with [dfﬁliates including the parent
company. State and federal statutes limit credit transactions with affiliates, prescribing forms and conditions

deemed consistent with sound banking practices, and imposing limits on penmtted collateral for credit extended.
!

|
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Under Federal Reserve: policy, the parent company is expected to serve as.a source of financial and managerial
strength to Integra Bank. The Federal Reserve requires the parent company to stand ready to use its resources (o
provide adequate capital funds during periods of financial stress or adversity. This support may be required by the.
Federal Reserve at times when the parent company may not have the resources to provide it or, for other reasons,
would not be inclined to provide it. Additionally, under the Federat Déposit Insurance Corporation Improvements
Act of 1991, the parent company may be required to provide limited guarantee of compliance of any insured
depository institution subsidiary that may become * undercapltallzed” with the terms of any capual restoration plan
filed by such subsidiary with its appropriate federal banking agency.

Regulatory Capital Requirements

" We and Integra Bank are subject to risk-based and Ievcrage‘capital 'requirements imposed by the appropriate
primary bank regulator. Both complied with applicable minimums as of December 31, 2006, and Integra Bank
qualified as “well capitalized™ under the regulatory framework. See Note 16 of the Notes to Consolidated Financial
Statements for an addltlonal discussion of regulatory capital, . o

Failure to meet capital requirements could result in a' variety of enforcement remedies. including the
termination of deposit insiirance or measures by banking regulators to correct the deficiency in the manner least
costly to the deposit insurance fund. :

Deposit Insurance Y

lnlegra Bank is subject to federal deposit i 1nsurance assessments by the FDIC. The assessment rate is based on
clasmﬁcatnon of a depository institution into a risk assessment category. Such classxﬁcatlon is based upon the
mstltutlon ] capltal level and certain supervisory | evaluations of the mstltutlon by its primary regulator.

‘The FDIC may terminate the deposit insurance of any insured depository institution if the FDIC determines,

after a hearing, that the-institution has engaged or is engaging in unsafe or unsound practices, is in an unsafe or

unsound condition to continue operations, or has violated any applicable law, regulation, order, or any condition
imposed in writing by, or written agreement with, the FDIC. The FDIC may also suspend deposit insurance
temporanly during the he.mng process for a permanent termination of insurance if the institution has no tangible
capital. Management is not aware of ‘any activity or condition that could result in termination of the deposit
insurance of Integra Bank. '
v o y - . L . . ]
Communuy Remvestment Act ' - : '
"+ The Community Reinvestment Act of 1977 (“CRA”) requires ﬁnancml institutions to meet the credit needs of
their entire communities, including low-income and moderate-income areas. CRA regulations impose a perfor- -
mance-based evaluation system, which bases the CRA rating on an institition’s actual lending, service, and
investment performance. Federal banking agencies may take CRA compliance into account when regulating a bank
or bank holding company’s activities; for example, CRA performance may be considered in approving proposed
bank acqulsmons A copy of the CRA pubhc evaluatlon issued by the OCC for Integra Bank is dVd]]dblC at each
banking center location. e :
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Gramm Leach Bhley Act ' ' ’

The Gramm-Leach-Bliley Act (the “GLB Act”) has fostered further consolldatlon among banks, securltlcs
firms, and insurance companies by creating a new type of financial services company called a “financial holding
company,”'a bank holding company with expanded powers. Financial holding companies can offer banking,

securities underwriting, insurance (both agency and 'underwriting) and merchant banking services:

The Federal ‘Reserve serves as the primary “umbrella” regulator of financial holding companies, with
jurisdiction over the parent company -and more limited oversight over its subsidiaries. The primary regulator of
cach subsidiary. of a finaricial holding company depends on the activities conducted by the subsidiary. A financial
holding company need not obtain. Federal Reserve approval prior to engaging, either de novo or through
acquisitions, in financial activities previously determined to be permissible by the Federal Reserve. Instead, a
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financial hcl)ldmg company need only provide notice to the Federal Reserve wnthm 30 days after commencing the
new activity or consummating the acquisition. We have no present plans to become a financial holding company.

Under the GLB ACt federal banking regulators adopted rules limiting the 'Iclbility of banks and other financial
lnstltuuorﬁ to'disclose nonpublic information about consumers to nonaffiliated third parties. The rules require
disclosure of privacy policies to consumers and, in some circumstances, allow consumers to prevent disclosure of
certain personal information to nonaffiliated third parties. The privacy provisions of the GLB Act affect how
 consumer mfm mation is transmitted through diversified financial services companies and conveyed to outside
vendors. :

. , : . : _
We do not disclose any nonpublic personal information about any curre?t'or former customers to anyone
excepl as pumnlted by law and subject to contractual confidentiality provisions whlch restrict the release and use of
such mformallon ‘

i I' : . ) : '

USA Patrmt Act of 2001 . |
i
The Umlmg, and Strengthening America by Providing Approprlate Tools Required to Intercept and Obstruct

Terrorism Act of 2001 or USA Patriot Act increased the power of the United Stat‘es Government to obtain access to
information’ dl‘ld 1o mvesugalc a full array of criminal activities. In the area of money laundering activities, the
statute added le:rronsm terrorism support, and foreign corruption to the deﬁmllon of money laundering offenses
and increased 'the civil and criminal penaliies for money laundering; applled certain anti-money laundering
measures (o, Umted States bank accounts used by foreign persons; prohlbned financial institutions from estab-
lishing, m‘unldlllnmg, administering or managing a correspondent account with a foreign shell bank; provided for
certain forfenures of funds deposited in United States interbank accounts by foreign banks; provided the Secretary
of the Treasury! with regulatory authority to ensure that certain types of bank accounts are not used to hide the
identity of customers transferring funds and to impose additional reporting requ:rements with respect to money
laundering a(.uvmes, and included other measures. The Department of Treasury{has issued a final rule concerning
compliance by covered United States financial institutions with the new statutory, anti-money laundering require-
ment regardmg correqpondent accounts established or maintained for foreign banking institutions, including the
requlremcnt.lh:';t financial institutions take reasonable steps to ensure that correspondent accounts provided to
foreign banks al;re not being used to indirectly provide banking services:to foreign shell banks.

: ' t i
Integra Bank has policies, procedures and controls in place to detect, prevent and report money laundering and

terrorist ﬂmncmg Integra has implemented policies and procedures to comply with regulations including: (1) due
diligence requlrlemerns that administer, maintain, or manage private bank accou'nts or correspondent accounts for
non-U.S. pcr«.on‘; (2) standards for verifying customer identification at account opening; and (3) rules to promote
cooperation among financial institutions, regulators and law enforcement entities|in identifying parties that may be
involved in terrorism or money laundering. '

3
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- . . L o
Additional Regulalmn, Government- Policies, and Legislation . I

In addmon to the restrictions discussed above the activities and operations of us and Integra Bank are subject
to a number of addmona] complex and, sometimes overlapping, laws and regulatlons These include state usury and
consumer credit. laws, state laws relating to fiduciaries, the Federal Truth-in- Lendmg Act, the Federal Equal Credit
Opportunity Act, the Fair and Accurate Credit Transactions Act (FACT Act), thc Fair Credit Reporting Act, the

I
Truth-in- demgs Act, anti-redlining legislation, and antitrust laws, - '

The actions'and policies of banking regulatory authorities have had a sngmﬁcam effect on our operating results

and those ol lmegra Bank in the past and are cxpocted to do so in the future. | C
I

Finally, the eammgs of Integra Bank are affected by actions of the Federal Reserve to regulate aggregate
national credit and the money supply through such means as open market dealings in securities, establishment of the
discount rate, on’ member bank borrowings from the Federal Reserve, ostabhshnllém of the federal funds rate on
member bank borrowmgs among themselves, and changes in reserve reqmrcments against member bank deposits.
The Federal Resei,rve $ pollc1es may be influenced by many factors, including mflanon unemployment, short-term
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and long-term changes in the international trade balance and fiscal policies of the United States Government. The
effects of Federal Reserve actions on future performance cannot be predicted.

STATISTICAL DISCLOSURE

The statistical disclosure concerning us and Integra Bank, on a consdlidqted basis, included in response to
Itrem 7 of this report is heréby incorporated by reference herein. ‘

AVAILABLE INFORMATION

Qur Internet website address is http://www.integrabank.com. Our annual fepons on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act are available or may be accessed free of charge through the Investor

Relations section of our Internet website as soon as reasonably practicable after it electronically files such material
' with, or furnishes it to, the Securities and Exchange Commission. Our Internet website and the information
contained therein or connected thereto are not intended to be incorporated into this Annual Report on Form 10-K.
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The followmg corporate governance documents are also available through | the Investor Relations section of our
Internet website or may be obtained in print form by request to Secretary, [ntegra Bank Corporation, 21 S. E.

Third Street, P. O. Box 868, Evansville, IN 47705-0868: ALCO and Finance Commlttee Charter, Audit Committee
Charter, Code of Business Conduct and Ethics, Compensation Commitice Charter and Nominatin g and Governance
Committeé (%ham:r Corporate Governance Prmcxples, Credit and Rlsk Marllagement Committee Charter, and
Wealth Management Committee Charter. ) . - k

il

EXECUT}VE OFFICERS OF THE COMPANY

Certain mformatlon concerning our executive officers as of Mdrch 1, 2007 is set forth in the following table.

Name | i ‘ . Age Office and Busmess Experience

MichaelT. Vea . ............... .. 48 Chawrman of "the B!:)ard President, and Chief
i s * + Executive Officer of the Company (January 2000 to
oo .« . present); Chairman of lhe Board and Chief Executive
1 . . . Officer of the Company (September 1999 10 January
' : ' 2000); President and Chief Executive Officer, Bank .
One, Cincinnati, OH (1995 1999).

i

!

o
!

Archie M. Brown . ................ 46 Executive Vice Prcmdent Commercial and Consumer

: i o Banking of the Company {October 2003 to present);
P Executive Vice President, Retail Manager and
! Community Markets [Manager of the Company
t (March 2001 to October 2003); Senior Vice
5
M

President, Firstar Banki N.A. (1597 to 2001).

L ZOM . oo 50 Executive Vice Presndent Finance and Risk, Chief
L Financial Officer (Apnl 2006 to present); Executive
R Vice President, Chief Rlsk Ofticer (March 2002 to
! April, 20086); Execuuve Vlce President, Commercial
f and Metro Markets Manager (March 2001 to March
o _ 2002); Regional Vice Presxdem and Region Executive,
15 o Wachovia Corporation (1999 to 2001).

:' Duncan . ................ 54  Executive Vice Presndent Integra Bank, President of
!, : Evansville Regicon and Commumty Banking Divisicn,
[ {October 2006 1o presem) Market Executive, -
3 Community Banking |D1v1sx0n (January 2000 to
v October, 2006); Chairman and Chief Executive
Lo ' Officer, National City Bank (Apnl 1998 to January,

: 2000). ‘

Roger D tWatson .................. 53 Executive Vice President of Commercial and
' . ’ Corporate Real Estate, |Integra Bank (April 2003 to
present}; Executive Vlce President, responsible for the
Eastern Commercial Real Estate line of business, US
Bank (February 2001 to November 2002); Executive
Vice President and D1v151on Manager for Commercial
Real Estate, Firstar Bank formerly Star Bank
(January 1991 to Februaly 2001).

i

!
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Name Age Office and Business Experience

Raymond D. Beck. .. .............. 51 Executive Vice President and Chief Credit Officer,
. . Integra Bank (September 2006 to present); : Senior
Vice President, Commercial Loan Workout Group,
~National City Corporation (August 2004 to September
2006); Senior Vice President and Senior Credit
Officer, Provident Bank (May 2002 i August
2004); Special’ Assets Manager, Provident Bank
(December 200t to May 2002); Executive Vice
President, US Bapk, (August 1996 to May 2001).

Michael B. Carroll. . . .............. 45 Senior Vice President and Controller of the Company

' {December 2005 to present); Senior Vice President
and Risk Manager of the Company (May 2002 to
December 2005); Vice President — Risk Manager,
- United Fidelity' Bank (2001 to 2002), Certified
Publlc Accountam Ohve LLP, (1988 to 2001)

D

The above'information mcludes business experience durmg the past ﬁve years for each of our executive
officers. Our executive officers serve at the discretion of the Board of Directors. There is no family relationship
between any of our directois or executive officers.

ITEM 1A. RISK FACTGRS

The following are the material risks and uncertainties that we believe are relevant to us. You should carefully -
consider the risks and uncertainties described below together with all of the other information included or
incorporated by reference in this report. These are not the only risks facing us. Additional risks and uncertainties
that management is not aware of, focused on, or that we currently deem immaterial may also impair our business
operations. Any forward looking statements in this report are qualified by reference to these risk factors. See ltem 7
“Management Discussion and Analysis of Financiat Condition and Results of Operations” for an explanation of
forward looking statemnents,

If any of the following risks actually occur, our financial condition and results of operations could be materially
and adversely affected.. '

RISKS RELATED TO OUR BUSINESS
We Are Subject to Interest .Rateer'sL

Our earnings and cash flows are largely dependent upon our net interest income. Net interest income is the
difference between interest income earned on interest-earning assets such as loans and securities and interest
expense paid on interest-bearing liabilities such as deposits and borrowed funds. Interest rates are highly sensitive to
many factors that are beyond our control, including general economic conditions and pohc:eq of varipus govern-
mental and regulatory agencies and, in particular, the Federal Reserve. Changes in monelary policy, including
changes in intérest rates, cculd influence not only the interest we receive on loans and securities and the amount of

" interest we pay on deposits and borrowings, but such changes could also affect (1) our ability to originate loans and

obtain deposits, (2) the fair value of our financial assets and liabilities, and (3) the average duration of our earning
assets. If the interest rates paid on deposits and other borrowings increase at a faster rate than the interest rates
received on loans and other investments, our net interest income, and therefore earnings, could be adversely

. affected. Earnings could also be adversely affected if the interest rates received on loans and other investments fall

more quickly than the interest rates pald on deposits and olher borrowmgs

Although we believe “ve have implemented effective asset and liability managemem strategies to reduce the
potential effects of changes in interest rates on our results of operations, any substantial, unexpected, prolonged
change in market interest rates or continual flattening or inversion of the yield curve could have a material adverse

effect on our financial condition and results of operations.
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We Are Suhjec{ to Lending Risk.

There aré inherent risks associated with our lénding ‘activities. These risks include, among other things, the
impact of changes in interest rates and changes in the ‘economic conditions [in the markets where we operate.
Increases in interest rates, minimum required payments energy prices andfor weakening economic conditions
could adversely impact the ability of borrowers to réepay outstanding loans, the value of the ¢oliateral securing loans,
or demand for our loan products. We are also subject to various laws and regulations that affect our lending
activities. Fallure to comply with applicable laws and regulations could subject {Jq to regulatory enforcement action
that could result in the assessment of ugmﬁcant civil money penalties.

' l

As of December 31, 2006, approxlmately 57% of our loan portfolio conslsted of commercial and industrial,
agricultural, cénstruction and cqmmercml real estate loans. These types of loans are typically larger than residential
real estate ;md consumer loans, which made up the remaining 43% of our loan portfolio. Because the portfolio
contains 2 sighificant number of commercial and industrial, agricultural, cons(:ruction and commercial real estate
loans with relatively large balances, the deterioration of .one or a few of thelqe loans could cause a significant
increase in, Jon- performmg loans. An increase in non-performing loans could result in a net loss of carnings from
these loam an increase in the provision for loan losses and an increase in loan charge offs, alt of which could have a
material adverse effect on our financial condition and results of operations. Thrl risk materialized for us during the
fourth quancrlol 2006, with the charge off of one’ lending relationship totdlmg $17.7 mitlion.

¢

Cur Allowance for Possible Loan Losses May be Insufficient. -
i . .

We mamtam an allowance for loan losses, which is a reserve established lhrough a provmnn for loan lOb{SEb
charged to expcnse This reserve represents our best estimate of probable losses'tt that have been incurred within the
existing pOl'[fOllO of loans. The allowance, in our judgment is necessary (o reserve for estimated loan losses and risks
inherent in the loan portfolio.. The level of the allowance reflects our ongolmg -evaluation of various factors,
including growth of the portfolio, an analysis of individual credits, adverse suuanons that could affect a borrower’s
ability to rep.;y, prior and current loss experience, the results of regulatory exammanons and current economic
conditions. The determination of the appropriate level of the allowance for loan losses inherently involves a high
degree of subjeuwlty and requires us to make significant estimates of current crédit risks and future trends, all of
which may undergo material changes. Changes in economic conditions affe(I:tmg borrowers, new information
regarding existing loans, identification of additional problem loans and other tactors both within and outside of our
control, may require an increase in the allowance for loan losses. In addition, bank regulatory agencies periodically
review our allowance for loan losses and may require an increase in the provision for loan losses or the recognition
of further loan charge-offs, based on judgments different than those of manager'nent In addition, if charge-offs in
future periods exceed the allowance for possible loan losses, we will need addmonal provisions to increase the
allowance for posslble loan losses, Any increases in the allowance for possible loan losses will result in a decrease in
net income dnd possibly, capital, and may have a material adverse effect on out f financial condition and results of
operations. I

L] r
4

Our Prof tab:hly Depends Signifi cam‘ly on Local Economic Condmons.

. Our succeqs depends primarily on the general economic condmons of the spemﬁc local markcts in Wthh we
operate. Unlike! ilarger national or other regional banks that are more geographwally diversified, we provide bankmg
and financial semces primarily to customers in Southern Indiana, Snuthern and Central Illinois, Western, Central
and Northern Kemucky and Southwest Ohio. We have commercial real estate loan production offices located in
Cleveland, Cmcmnatl and Columbus, Ohio, as well as Louisville, Kentucky. Dlirmg the second and third quarters
of 2006, we hlred an experienced commercial banking team in the Cmcmnzm Ohio area. The local economic
conditions in th‘ese areas have a significant impact on the demand for our product}. and services as well as the ability
of our customers to repay loans, the value of the collateral securing loans and the sta‘blhty of our deposit funding
sources, A mgmﬁcant decline in general economic conditions, caused by inflation, recession, acts of terrorism,
outbreak of hostilities or other domestic occurrences, unemployment, changes in securities markets or other factors
could impact these local economic conditions and, in turn, havc a material adverse effect on our financial condition
and results of operations. . : .
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We Operate in a Highly Competitive Industry and Market Area. - " o Lo

. We.face substantial competition in all areas of our operations from a variety of different competitors, many of

. which are larger and may have more financial resources. Such competitors primarily include national, regional, and

» community banks within the various markets in- which we operate. We also face competition from many other types

of financial institutions, including, without: limitation, savings’ and loans, credit unions;  finance companies,

brokerage firms, insurance companies,. factoring companies and other financial intermediaries. Additionally,
technology has lowered barriers to entry and. made it possible for non-banks to offer products and services

.traditionally provided by banks, such -as automatic transfer and automatic payment systems. Some of- our
" competitors have fewer regulatory constraints and may have lower cost structures. Additionally, due to their size,

many competitors may be able to achieve economies of scale and, as a result, may offer a broader range of products
and services as well as better pricing for those products and services than we can. Local or prtvately held community
bankmg orgamzattons in certain markets may price or structure their products in such a way that it makes it difficult

: for us to compete in those markets in a way that allows us to mieet our proﬁtabtllty or credit goals Any competitor

may’ choose to offer pricing on loans and deposits that we think is irrational and choose to hot compete with.

. Competrtors may also be wrlhng to extend credit w1thout obtammg covcnants or collateral and by offermg weaker

: loan structures than we are willing to accept

Loy ¥ Tt

Our ablhty to compete successfully depends on a number of factors, mcludmg, among other thmgs R

. The ablhty to develop, maintain and build upon long-term customer relatronshrps
« The ability to expand our market position'
. The scope, relevance and pncmg of products and services;

o v i o :
. 0ur reputation with consumers who reside in the markets we serve; . e

¢ The rate at which we introduce new products and services;
* Customer satisfaction; and
 Industry and general economic trends.

If we fail to perform in any of these areas, our competitive position and ability to grow would be weakened,

. which, in wrm, could have a material adverse effect on our financial condition and results of operations.

We Are Subject to Extensive Government Regulation and Supervision and Face Legal Risks_.

We are subject to extensive federal and state regulation and supervision. Banking regulations are primarily
intended to protect depositors’ funds, federal deposit insurance funds and the banking system as a whole, not

_ shareholders. These regulations affect several areas, including our lending practices, capital structure, investment

practices, dividend policy and growth, and requirements to maintain the confidentially of information relating to our
customers. Congress and federal agencies continually review banking laws, regulations and policies for possible

. .changes. Changes to statutes, regulations or regulatory policies, including changes in interpretation of statutes,

regulations or policies could affect us in substantial and unpredictable ways. Such changes could subject us to
additional costs, limit the types of financial services and products we may offer and/or increase the ability of non-

. banks to offer. competing financial services and products, ‘among other thmgs Failure to comply with laws,

regulations or policies could result in sanctions by regulatory agencies, civil money penalties and/or reputation
damage, which could have a material adverse effect on our business, financial condition and results of operations.
While we have policies and procedures designed to prevent any such violations, there can be no assurance that such

- violations will not occur. Additionally, the number of regulations we must comply with and-the financial resources

required to comply with those regulations has contmually increased. The costs of complymg with these regulatrons

' makes 1t more difficult to remain competitive.

- # ' :

- Additionally; we are contmually subject to various legal nsks We may be percelved by some to have “deep
pockets” and could be subject to various forms of actual or threatened lmgatton We.utilize in-house and external

_ counsel to help us proactively manage those risks.

1
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Our Contm:ls and Procedures May Fail or be Circumvenied. .

'

We re'gular]y: review. and update our internal controls, disclosure controls and procedures, and corporate
governance policiés and procedures. Any system of controls, however well des1gned and operated, is based in part
on certain assumptmns and can provide only reasonable, not absolute, assuranees that the objectives of the system -
are met. Any fﬁulure or circumvention of our centrols and procedures or failure to comply with regulations related to
controls and procedures could result in fraud, operational or other losses that adversely impact our business, results
of operatmns and financial condition. Fraud risks could include fraud by emp]oyees vendors, customers or anyone
we or our cusitomers do business or come in contact with. S . : -

i . H

The Parent Company Reltes On Dwtdends From Integra Bank Por Most Of Its Revenue

Qur parent company is a separate and distinct legal entity from its subsrdtaneq It receives substant:ally all of
its revenue fro"m dividends from Integra Bank. These, dividends are the principal|source of funds to pay dividends on
our common slock and interest and prmc1pal on our debt. Federal and/or state la ws and regulations limit the amount
of dividends mat the Bank .may pay to the parent company. Also, a holding company ’s right to participate in a
distribution of assets upon a subsidiary’s liquidation or reorganization is subject to the prior claims of the
subsidiary’s credltors In the event Integra Bank is unable to pay dividends tq the parent company, the parent
company may;not be able to service debt, pay obligations or pay dividénds on its common stock. The inability to
receive d1v1dends from Integra Bank could have a material adverse effeet on our.[busmesq financial condition and

results of ope'ratlons : ! . o

l i
Patentml Acqntsmans may Disrupt Our Business and Dilute Shareholder Valne

We seek merger or acquisition partners that are culturally similar, have experlenced management and possess
either srgmﬁcant market presence or have peotential for improved prof tablllty through financial management,
economies lof scale or expanded services. Acquiring other banks, businesses, or branches 1nvolves various nsks

I
commonly assoc:ated with acquisitions, including, among other things: |
i
. Potentlal exposure to unknown or contingent fiabilities of the target company;
i |‘ [
. Exposure to potential asset qualtty issues of the target company; i

. Drfﬁculty and expense of integrating ‘the Operatlons and personnel of the larget company;
3 L
Potentlal dtsrupuon to our business: '
I

Potentla] dlversmn of our management’s time and attention;. - !
i
The,p0551ble loss of key eniployees and customers of the target compan'y; and

. thﬁcu]ty in estimating the value of the target company.

[ . L3

We evaluate merger and acquisition opportunities and conduct due diligence activities related to possible
transactlons wrth other financial institutions and financial services companies.| As.a result, merger or acquisition
discussions and in some cases, negotiations may take place and future mergers or. acquisitions involving cash, debt
or equity securities may occur al any time. Acquisitions typically involve the pa;'(ment of a premium over book and
market values,liand therefore, some dilution of our tangible book value and net income per common share may
oceur in connectlon with any future transaction. Furthermore, if we fail to reallzé the expected revenue increases,
cost savmgs mcrease‘; in geographic or product presence, and/or other prOJected ‘benefits from an acqulsmon our
financial condltlon and results of operations could be matenally and adverseI)I( affected. o

i l‘ = | . S
We May Nor Be Able to Attract.and Retain Skilled People. ‘ !

Our suu:ess depends in large part, on our ability to attract and retam key people. Competltlon for the best
people in most actwmes engaged in by us can be intense and we may not be able (o h1re people or to retain them, The
unexpected, losls of services of onetor more of our key personnel could have a material adverse impact on our
business because of their skills, knowledge of our local markets, years of mdust'ry experience and the. drfﬁculty of
promptly ﬁndmg quahﬁed replacement personnel. : | . :
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Our Information Systems May Experience an Interruption or Breach in Security.

We rely heavily on communications and information systems to conduct our business. Any failure, interruption
or breach in security of these systems could result in failures or disruptions in our general ledger, deposit, loan and
other systems, including risks to data integrity. While we have policies and procedures designed to prevent or limit
the effect of the failure, interruption or security breach of our information systems, there can be no assurance that
any such failures, interruptions or security breaches will not occur or, if they do occur, that they will be adequately
addressed. The occurrence of any failures, interruptions or security breaches of our information systems could
damage our reputation, result in a loss of customer business, subject us to additional regulatory scrutiny, or expose
us to civil litigation and possible financial liability, any of which could have a material adverse effect on our
financial condition and results of operations.

We Continually Encounter Technological Change.

The financial services industry is continually undergoing rapid technological change with frequent intro-
ductions of new technology-driven products and services. The effective use of technology increases efficiency and
enables financial institutions to better serve customers and to reduce costs. Qur future success depends, in part, upon
our ability to address the needs of our customers by using technology to provide products and services that will
satisfy customer démands, as well as to create additional efficiencies in our operations. Many of our competitors
have subslanually greater resources to invest in technological improvements. We may not be able to effectively
implement new technology-driven products and services or be successful in marketing these products and services
to our customers. Failure to successfully keep pace with technological change affecting the financial services
industry could have a materm] adverse 1mpacz on our business and, in turn, our ﬁnancnal condition and results of
operations, ' ° ' ' )

ITEM' 1B. UNRESOLVED STAFF COMMENTS
None. '

.

ITEM 2. PROPERTIES

-Our and our subsidiaries net investment in real estate and equipment at December 31, 2006, was $46,157. Our
offices are located at 21 S.E. Third Street, Evansville, Indiana. The main and all banking center and loan production
offices of Integra Bank, and other subsidiariés are located on premlses either owned or leased None of the property
is subject to any major encumbrance.

ITEM 3. LEGAL PROCEEDINGS

' We previously reported that the Internal Revenue Service, or IRS, has been examining our 2002 federal income
tax return, and that we filed an appeal on September 29, 2005 with the IRS Office of Appeals. The IRS Office of
Appeals completed their review in December 2006, which was favorable to us with respect to the mark 10 market
issue. The case is now subject to review by the staff of the Congressional Joint Committee on Taxation. While the
staff can not directly modify the proposed results of the IRS examination, they will comment on those results, Based
on those comments, the IRS may change their position. Although the IRS examination will not be final until after
the Joint Committee staff completes their review, and assurance cannot be given as to the possible outcome, we
believe that our position accords with the law and customary practices in the banking industry.

We and our subsidiaries are involved from time to time in other legal proceedings arising in the ordinary course
of business. None of such legal proceedings are, in the opinion of management, expected to have a materially
adverse effect on our consolidated financial position or results of operations or cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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' PART II . |

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITYAND RELATED STOCKHOLDER

MATTER hY }

Our C()mmun stock is traded on the Nasdaq Global Market under the symbol IBNK.

The fo]lowmg table lists the stock price for the past two years and dividend information for our common stock.

Rangeof Stock Price  pjyigends

+

Que'rte'r ) : : High Low Declared
2006 | -
st S $22.86  $19.81  $0.160
2od. .l .t. | 2310 2080 0170
53 DU IO 2650 2110 0170 |
A e PP e AP ?28.30 2475 0170
2005 - ‘ ' , _
ISt R $23.46 $2042  $0.160
d. e 23.15 1977 0.160
Brd: e Lo.ce..s | 2360 2070 0160
4m‘....; ........ S AR S 12248 1947  0.160

We have pald quarterly cash drvrdends every year since 1923. The holdmg company generally depends upon
the dividends from Integra Bank to pay cash dividends to its shareholders. The ability of Integra Bank to pay such
dividends is governed by banking laws and regulations. Additional discussion regarding dividends is included in the
Liquidity secllon of Management’s Discussion and Analysis of Fmancral Cohdmon and Results of Operations.

+

As of February 1, 2007, there were approximately 2,098 holders of record of our common stock.
{

In Apnli2006 we authorized a common stock repurchase program under which we may purchase up to
2.5 percent of our outstanding common shares, or approximately 450,000 shares, ora maximum aggregate purchase
amount of $10 million through June 30, 2007. Stock repurchases under this program may be made through open
market and privately negotiated transactions at such times and in such amounts Ias we deem appropriate. The timing
and actual number of shares repurchased will depend on a variety of factors including price, corporate and
regulatory | reqmrements and other market conditions. We do not intend to pubhely announce any suspension of the
program. There have been no purchases made under this program through December 31, 2006.

) We did not sell any equity securities which were not registered under the Secunues Act of 1933 during the
fourth quarter, of 2006. I :

The mfon-natron required by this Item concerning equity compensation plans is incorporated by reference in
Item 12 “Secunly Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters” to
this report. . | . . . . .
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The following is a line graph comparing the cumulative total shareholder return over the years 2001 through
2006 among the Company (IBNK); broad-based industry peer group index (NASDAQ Composite); and Midwest
bank index (SNL Midwest Bank Index) It assumes that $100 was invested December 31, 2001, and all dividends
were., rcmvested The shareho]der return shown on lhc graph is not necessarily indicative of future performance.

!, TOTAL RETURN PERFORMANCE

* -k ) ) B

175

= Integra Bank Corporation
150 | & NASDAQ Composite - i : /£
'—-O— SNL Mldwest Bank Index I

125 LT

\\&

100 |— ; . —
75 : .
50 b——m . — . . o
12/31/01 12/31/02 - 1231403 © - 12731104 12/30/05 12/31/06 '
L‘ T _ . ] T Period Ending . o
ndex X ol e[ riawee | azaves | 12omed | 12zwes | 12106
integra Bank Corporation ‘| 100.00 | 89.58 116:30 | 126.12 | 11991 | 15893
NASDAQ Composite o 100.00 [ 6876 | 103.67 | 113.16 | 11557 | 12758
SNL Midwest B_ank Index ' © | 100.00 [ 9647 | 12348 | 139.34 |- 13426 | 155.19
1 Y 1 13
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ITEM 6. SELECT. ED FINANCIAL DATA

Integra Banl:( Corporation and Subsidiaries

2004 2003.

1
.
|

16

Year Ended, December 31, : 2006 2005 2002
o (In thousands, except per share data and ratios)

Net interest income. . ............. $ 82306 3% 382621 % 8%1,‘467 $ 72242 § 73845

Provision for loan losses ... ........ 20,294 T 5,764 .1 ,305 4,945 3,143

Non-interest income . ............. 35,827 35,878 33,607 32,793 36,281

Non-intcreﬁst EXPERSE. .. v v it 15,877 - 77,557 138,180 82,267 82,877

Income (Losst) before income taxes . . . 21,962 35,178 ' (2;1,:41 1) 17,823 24,106

Income taxes'(benefit). .. .......... 2,415 7,879 | (14,791 58 3,778

Net income (10ss) ... ..oooonnn... $ 19547 $ 27299 $ (66200 $ 17765 $ 20328

PER COMMON SHARE *

Net income (loss); - : I _
Basic ... ... ... ... $ 111§ 157 $ (038 $ .03 $ 1.18
Diluted,. .0 .. 0. ... ... COL1l -1.56 (0.38) 1.03 1.18

Cash dividenf_is declared . .......... 0.67 0.64 (:).72 ‘ 0.94 - 094

Book value..................... 13.23 12.60 12.05 13.46 13.45

Weighted average shares: ‘ '

‘Basic ... ................... 17,546 17,382 17,318 17,285 17,276
Diluted . ..................... 17,658 17,468 17,318 17,300 17,283

AT YEAR-END . o b !

Totalassets. . . .................. $2,684,479  $2,708,142  $2,757]165  $2,958,294  $2,857,738

Securities . . b . ... 614,718 681,030 801 059 974,111 949,500

Loans, net of unearned in_come ...... 1,790,976 1,750,192 1,66‘5,:324 1,699,688 1,606,155

Deposits . .. ..., 1,953,852 1,808,503 1,896,541 1,812,630 1,781,948

Sharcholders} equity . . . . . .. R 235,474 220,098 209.291 232,992 232,600

Shares out_sta:r'lding .......... s 17,794 17,465 17.375 17,311 17,291

AVERAGE BALANCES : b

. Total assets. & .........oo..... ... $2,719,056  '$2,746,425 $2,75l8;924 $2,949.016  $2,906,846

Securities, at.amortized cost .. ... ... 659,142 757,694 8 IIO,“716 967,327 934,586

Loans, net of unearned income - . .. .. 1,782918 1,688,547 1,644,471 ,670,938 1,596,462

Interest-bearing deposits . ... ... ~... 1,725,655 1,618,027 1,613,000 1,606,116 1,614,167

Shareholders™ equity ... ........... 230,007 216,278 210,280 234,948 230,298

FINANCIAL! RATIOS '

Return on average assets. ... ....... 0.72% 0.99% ©.24) % 0.60% 0.70%

Return on‘av:éragé equity. . ......... 8.50 12.62 (3.15) 7.56 8.83

Net interest margin ... ............ 343 3.44 3.52 2.87 2.96

Cash dividends payout ............ 59.26 40.82 N/M* 91.26 79.66

Average shareholders’ equity to !

AVErage assets . ... ...... ..., .. . 8.46 7.87 7.62 7.97 792

* Number is!nut meaningful. ' |
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATION

INTRODUCTION

LI | . tota .

The discussion and analysis which follows is presented to assist in the understandmg and eva]uatton of our
financial condition and results of operations as presented in the following consolidated financial statements and
related notes. The text of this review is supplemented with various financial data and statistics. All .amounts
presented are in thousands except for share and per share data and ratios. * : :

Certam statements made in'this report may constitute “forward- lookmg statements w1th|ln the meanmg ‘of the
Private Securities Litigation Reform Act of 1995. When used in this report, the words “may,” “will,” “should,”
“would,” “anticipate,” “estimate,” “expect,” “plan,” “believe “intend,” and similar expressions identify forward-
looking statements. Such forward-looking statements involve known and unknown risks, uncertainties‘and other
factors which may cause the actual results, performance or achievements to be materially different from the results,
performance or achievements expressed or implied.by such.forward-looking statements. Such factors include the
risks and uncertainties described in Item:1A “Risk Factors” and, other risks and. uncertainties described in our
- periodic reports. We undertake no obligation to release revisions, to-these forward-looking statements or to reflect
events or condmons occurnng after the date of lhlS report except as reqmred in our penodlc reports

\,l'-‘

” %L

OVERVIEW ~ ° S A ] AU ~"
2006 was the th1rd year of a three-year strategic plan we announced in 2004 to bulld shareholder value by,
improving our performance relative to a peer group of other publicly held Mtdwest banking compames of similar

size. The plan consisted of four key elements: - .. | AL 5 . e !

. Accelerate revenue growth; o "

f ' LI . P X e .
+ : —_— [ . “n .

. Improve operating efficiency; - T T TR
. Provrde quahty serv1ce develop employees and contmue to increasé ouf managenal depth and’
« Lower our nsk profile by reducing non- performmg loans

.« .. IN'2006, we met or exceeded the goals in the areas of accelerating révenue growth, improving operating efficiency,
providing quality. service, developing existing employees and increasing our managerial- depth.- Our.ratio of non-
performing to total loans at December 31, 2006 was .49%, the lowest in several years. However, in the fourth quarter we
charged off a $17,749 lending relationship, as a-resuit of suspected fraud by the borrower, significantly affecting our
earnings for 2006. This charge-off is further discussed below.and in the “Credit Management” section of this document.

‘ New customers continued 1o be the pr1rnary driver of mcreased revenue “in several key areas QOur asset mix
continued to improve, with higher yielding ¢ommercial loans growing $108,681, or 12.3% from 2005 and nakiig
up about 40.1% of average total earning assets, compared to 35.6% in 2005 and 33.9% in 2004. Positive loan growth
continued in commercral banking, led primarily by commercial real estate. The growth in commercial real estate
continued to exceed expectations and was accompamed by excellent credit results, helping us maintain a stable net
interest margin, despite the inversion of the yield curve for most of 2006. The continuing success of cur “High
Performance Checking” initiative first rolled out in 2005 has exceeded our expectations, as even more new accounts
were opened in 2006 and the level of act1v1ty in those accounts mcreased )

T W oot 1

Net income for the year was $19,547, a decrease of $7 752 or 28.4% from 2005 ‘The decrease was dlrectly a
result of the fourth quarter charge-off and related provision. Additional results for 2006 were as follows:

» .Diluted earnings per share for 2006: were $1 11 compared to: $l 56 in 2005; o AT

« Retumn on assets decreased to 0.72% from 0.99%: '“ o

. Return on equ‘ity' decreased to, 8.50% fr'orr'i 12.62%; R aE
. EfﬁCIency ratto was 62 3% compared to 65. 7% L . L .

* Net mterest margm was 3.43%, a decrease of 1 basns point; - - . .o T

17




SR at
N | | .

. The provrslon for loan losses was $20,294 and included the $17 749 charge-off;; :

. The mlmber of checking accounts grew by 6.0% in 2006;

. Sernce charge mcome grew by 23.0% in 2006 after growing 23.7% in 2005;

. Deblt card fee income and trust fees increased by 35.4% and 19 3%; and
' .I . Norfl 1nterest expense declmecl by $1,680 or 2. 2%. o

We Contmued to be disciplined in our management of capital in 2006 The ratio of tangible equity to tangible
assets mcreased 67 basis points to 6 99% '

\ ¢

The provrs:on for loan losses was negatively 1mpacted by the fourth quarter charge -off of the $17,749 lendmg
relationship, raising our provision for loan losses to $20,294. This lending relatul)r'rshrp was made up of four loans to
a charter a1rlrrie and its majority owner and was secured by what we understood to be the majority owner’s preferred
stock in the charter airline. More details related to this charge-off are included in the below “Credit Management”
section of tlns Forrn 10-K, as well as in our December 31, 2006 audited financial 'statements which are 1ncluded in
‘this report Tota] net charge-offs for 2006 were $23 531 S

1

_ In Octob‘er 2006, we announced that we entered into a deﬁmtrve agreenrent to acqurre Prame F1nanc1al ‘
Corporatioh olt Bridgeview, Illinois (“Prairie”). Prairie is a privately- held 15- yelar—old community bank with five
offices in the Chicago Metropolltan Statistical Area. Under the terms of the merger agreement, which has been
unanimously approved by our and Prairie’s boards of directors, each share of Pn'mhe stock will be converted into the
right to recuv:e 5.914 shares of Integra stock and $65.26 in'cash, Based on ou:r closmg stock price on October 4
2006 of $26. 18 per share, the merger consideration is equivalent to $220.09 per share of Prairie common: stock or -
$117.200 in total. The combined company expects to achiéve total annual cost savings of approximately $1,200 pre-
tax, of whrehl?()% is expected to be achieved in 2007. The merger is expected to be 4-5 cents accretive to.our
earnings per share in 2007, excluding merger related expenses of 5-6 cents and then 7-8 cents accretive to earnings
per share in 2008 . We look forward to the opportunities this merger wrll provrde to us. Additionally, during-the
second quarter,of 2006, we added an experienced commercial banking team in the. [Cincinnati, Ohio area that during
the third and fourth quarters, showed solid growth in terms of new loans and deposns oo

Our top p[rlorrty in 2006 was to achieve peer median performance m the key areas described above. We believe
we achieved our goals in these areas, with the exceptlon of the impact to fiet charge offs and provision caused by-the
fourth quarter charge-off We executed a future expansron into the high-growth Chlcago Illinois, market, as well as
increasing our. presence and product offerings in the Cincinnati, Ohio, area and. contmued our strong-commercial
loan growth ahd High Performance checking initiatives, all while lowermg expenses We continued our focus to
provide exce]lent custemer serv1ce and convenience. We believe we have a talénted employee base and have seen -
benefits from |our 1n1t1at1ves o 1mprove management depth and succession.

Our management team has developed and our Board of Directors has approvled anew three-year plan that will
end in 2009. Our goal is'to achieve earnings growth and total shareholder return 1p the first quartile of our Mldwest'

peer group! Tllle key components of our plan are 1o contmue to:r 5
, N E

;0 Acqutre new custoriers and do more with them as we continue our growth initiatives; . 'j. :

. ]mprove our net interest mcome/spread income by mcreasmg 1odn yields hy replacing residential mongage
and- 1nd1rect marine and recreatronal vehicle loans with commercial loans and by growing total loans and
lower cost deposits; - - D

I
. lncrease our presence in faster growing metro markets by executmg selective acquisitions like Prairie and by

contmulng to recruit successful and experienced Iendmg and product teams
l ' v

. Impr ove operating ]everage (grow revenue faster than expenses)iby reducmg expenses in lower growth and
-proﬁtablhty lines of business'and by investing in hrgher growth and h]gher return lines of busmess and

. Allocath capital to increase total shareholder retuins by achlevmg orgamc growth, executing acquisitions
and provrdmg returns to sharcholders through dividends and stock buy backs. -

-

. |

N . i
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CRITICAL ACCOUNTING POLICIES - ‘

Our accounting and reporting policies conform with accounting principles generally accepted in the United
_ States and general practices within the financial services industry. The preparanon of financial statements in
conformlty with generally accepted accounting prmmples requires us to make estimates and assumptions that affect
the amounts reported in the financial statements and accompanying notes. These éstimates, assumptions, and
judgments are based on information available as of the date of the financial statements; accordingly, as this
information changes, the financial statements could reflect different estimates, assumptions, and judgments.
Certain policies inherently have a greater reliance on the use of estimates, assumptions, and judgments and as such
have a greater possibility of producing results that could be materially different than ongmally reported. We
consider our critical accounting policies to mclude the following:

Allowance for Loan Losses: The allowance for-loan losses represenls our best estimate of probable losses

inherent in the existing loan portfolio. The allowance for loan losses is increased by the provision for losses, and
reduced by loans charged off, net of recoveries. The provision for loan losses is determined based on our assessment
of several factors: actual loss experience, changes in composmon of the loan portfollo evaluation of spec1f" C
borrowers and collateral, currem economic coqd1t1ons trends in pa:,t -due and non-accrual loan balances, and the_
results of recent regulatory examinations. The secnon labeled “Credit Management” below prov:dea additional
1nformat10n on this subject. ' ' .
We consider 16ans impaired when, based on current information and events, it is probable we will not be able to
collect all amounts due in accordance  with the contractual terms. The measurement of impaired loans is generally
based on the presem value of expected future cash flows discounted at the historical effective interest rate stipulated
in the loan agreement, except that all collateral-dependent loans are measured for impairment based on the market
value of the collateral, less estimated cost to liquidate. In measuring the market value of the collateral, we use
assumpuons and methodologies consistent with those that would be utilized by unrelated third partics.

I l
Changes in the ﬁnanc:lal condition of individual borrowers economic condmons historical loss exper:ence-
and the, condmons of the various markets in which the collateral may be liquidated may all affect the fequired level
of the allowar.me for loan losses and the associated provision for loan losses.

Estimation of Market Value:  The estimation of market value is significant to several of our assets, including
loans held for sale, investment securities available for sale, mortgage servicing rights, other real estate owned, as
well as market values associated with derivative financial instruments and goodwill and other intangibles. These are
all recorded at either rarket value or the lower of cost or market value. Market values are determined based on third
party sources, when available. Furthermore, accounting principles generally accepted in the United States require
disclosure of the market value of financial instruments as a part of the notes to the consolidated financial statements.
Market values may be influenced by a number of factors, including market interest rates, prepaymem speeds,
discount rates and the shape of yield curves. :

Market values for securities available for sale are based on quoted market prices. If a quoted market price is not
available, market values are estimated using quoted market prices for similar securities. The market values for loans
held for sale are based upon quoted market values while the market values of mortgage servicing rights are based on
discounted cash flow analysis utilizing dealer consensus prepayment speeds and market discount rates. The market
values of other real estate owned are typically determined based on appraisals by third parties, less estimated costs
to sell. The market values of derivative financial instruments are estimated based on current market quotes.

Goodwill represents the excess of the cost of an acquisition over the fair value of the net assets acquired. We
assess goodwill for impairment no less than annually by applying a fair-value-based test using net present value of
estimated net cash flows. Impairment exists when the net book value of the reporting unit exceeds its fair value and
the carrying amount of the goodwill exceeds its implied fair value. Other intangible assets represent purchased
assets that also lack physical substance but can be distinguished from goodwill because of contractual or other legal
rights or because the asset is capable of being sold or exchanged either on its own or in combination with an asset or
liability. Core deposit intangibles are recorded at fair value, based on a discounted cash model valuation at the time
of acquisition and are evaluated periodically for impairment.
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Mortg?ge servicing rights, or MSRs, represent an estimate of the present valué of future cash servicing income,
net of esnmated LOS[S we expect to receive on loans sold with servicing retamec} MSRs are capitalized as separate
assets when ]oans are sold'and § servicing is retained. The carrying value of MSRs 1 Is amortized in proportion to and .

over the permtji of net'servicing 1ncome and this amortization is recorded as a reductlon 1o income.
'

The carrymg value of MSRs is periedically reviewed for 1mpairment based|0n fair value. We dlsaggregate our
servicing nghtﬁ portfollo based on loan type and interest rate, which are the pre(lio!mmant risk characteristics of the
underlying loans. Any impairment : would need to be reported as Aavaluation allowance. A primary factor influencing
the fair valie s the estimated life of the underlying loans serviced. The estlmated life of the loans serviced is
mgmﬁcantly 1r{fluenced by market interest rates. During a period of declining mterest rates, the fair value of the
MSRs shonld declme due to an expected increase in prepayments within the por'tfollo Alternatively, durmg a period
of rising threst rates the fair value of MSRs should increase as prepayments 'on the underlying loans would be
expected to decline. On an ongoing basis, management considers relevant factors to estimate the fair value of the

I r
MSRs to be ret,orded when the loans are initially sold with servicing retained! |
i

Income Taxes The prov151on for income taxes is based on income as reported in the ﬁnanmal statements
Deferred mcon'le tax assets and liabilities are computed for differences between the financial statement and tax basis
of assets and llldbllltles that will result in taxable or deductible amounts-in the tluture The deferred tax assets and
liabilities are computed based on enacted tax laws and rates applicable to the periods in which the differences are

“expected to° affect taxable income. Valuation ailowances are established when I‘IIECCSS&I'Y to reduce deferred tax
assets to an amount expected to be realized. Income tax expense is the tax payable or refundable for the period plus
or minus the ch:an ge during the period in deferred tax assets and liabilities, Tax crEdlts are recorded as a reduction to
tax prowsnon in the period for which the credits may be utlhzed

+

.

NET [NCOMI-L (LObb)

Net i mcome (loss) for 2006 was $ 19,547 compared 10 $27,299 in 2005 and $(6 620) in 2004. Earnings (loss) per
share on a dlluted basis were $1.11, $1.56 and $(0.38) for 2006, 2005 and 2004 ‘respectively. Return on average
assets and retum on average equity were 0.72% and 8.50% for 2()06 0.99% and 12 62% for 2005, and (0. 24)% and
(3. 15)% for ’2004 The 2004 loss was due primarily to the first quarter balance sheet restructunng, which resultéd'in

a net after-tax loss of $31,914. Results for 2006 were negatively impacted by the fourth quarter charge-off of the
$17.749 lending relationship.
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NET INTEREST INCOME

Net interest income in the following tables is on a tax equivalent basis and is the difference between interest
income on earning assets, such as loans and investments, and interest expense paid on liabilities, such as deposits
and borrowings. Net intérest income is affected by the general level of interest rates, changes in interest rates, and by
changes in the amount and composition of interest-earning assets and interest-bearing liabilities. Changes in net
interest income for the last two years are presented in the schedule following the three-year average balance sheet
analysis. The change in net interest income not solely due to changes in volume or rates has been allocated in
proportion to the absolute. dollar amounts of the change in each.

] +

AVERAGE BALANCE SHEET AND ANALYSIS OF NET INTEREST iNCOME

*

Year Ended December 3,

EARNING ASSETS:
Interesi-bearing deposits in banks. . . . .

Federal funds sold & other short-term
investments

Loans held for sale
Securities:

Fair value adjustment on secunties
available forsate. . ............

Aillowance for loan loss
Other non-gaming assets

TOTAL ASSETS

INTEREST-BEARING LIABILITIES;
Deposits

Savings and interest-bearing
demand

Money market accounts

Certificates of deposit and other
time

Total interest-bearing deposits. .
Short-term borrowingé ............
Long-tep‘n borrowings

Total interest-bearing liabilities. . . . .

Non-interest bearing deposits
Other noninterest-bearing liabilities and
shareholders’ equity . . .. ........

TOTAL LIABILITIES AND
SHAREHOLDERS' EQUITY. .. ...

Interest income/earning assets
Interest expense/earning assets. . . . . ..

Net interest incomefearning assets. . .

2006 . 2005 2004
Average Interest  Yield/  Average Interest  Yield/ Average Interest  Yield/
Balances & Fees Cost Balances & Fees Caost Balances & Fees Cost
$ 1,718 §¢ 471%.%. - 99 § 6 6.06% % 268 $ 2 0.75%
5,437 252 4.63% 3,423 118  3.45% 6,070 " 8% 137%
1,950 140 7.18% 5,698 355 6.23% 2,760 179  6.49%
567452 26525 467% 641,755 27519 429% 696,549 29221 4.20%
91,690 - 6853 747% 115939 _ 9170 791% _ 114,167 _ 9.134 B.00%
659,142 33378 5.06% 757,694 36689 4.84% ' 810716 38355 4.73%
29,368 1479 504% 33,052 1,528 462% 32981 1518  4.60%
1,782,918 125728 7.05% L.688.547 104455 6.19% 1644471 _ 95,565, 581%
2,480,533 $161,058 6.49% 2488513 $143,151 575% 2497266 $135702 5.44%
(13,767 (2,838) 4671
(21,990) (24,123) (25,154)
274,280 284.873 282,141
$2.719,056 $2,746.425 $2,758.924
$ 497,237 $ 4,197 084% § 547,148 § 3,768 0.69% § 561,117 § 2,650 047%
281,480 10,589 3.76% 234,798 - 5687 242% 220,465 3,207 145%
046938 39,635 4.19% , 836,081 25569 .306% 831418 ..19,895‘. 2.39%
1,725655 54421 3.15% 1618027 35024 2.16% 1613000 25752 1.60%
178976 ., 8574 4.79% , 167443 5877 351% 165913 1938 1.17%
305,881 13,092 4.28% _ 470,040 16,657 3.54% 505055 20,214 4.00%
2210,512 $ 76,087 344% 2255510 §$ 57,558 2.55% 2283968 $ 47904 2.10%
257,625 252,358 - 245,538
250,919 238,557 229,418
$2.719,056 $2.746,425 - $2,758,924
$161,058 6.49% $143,15¢ 5.75%: $135702  5.44%
- 76087 3.06% 57558 231% 47,904  1.92%
344% $ 87.798

$ 84,971

3.43%

$ 85593 -

Note: Tax- -exempt income presented on a tax-equivalent basis based on a 35% federal tax rate.

Interest and fees on loans mcludc loan fees of $1,881, $1,192, and $2 3590 for 2006, 2005, and 2004,

respectively.
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Loans include nonaccrual loans,

Secarlties yields are calculated on-an amortized cost basts. - {
. i
Federal tax equwdlem adjustments on securities are $2 441 $2, 743 and $3,089 for 2006, 2005, and 2094,
respecuvely . :
I

Federal tax equnvalent adjustments on loans are $224, $229 and $242 for 2006 2005, and 2004 respectwely

CHANGES IN NET INTEREST INCOME (INTEREST ON A FEDERALfTAX-EQUIVALENT BASIS)
i : 9

o P . ) 2006 Compured to 2005 i 2005 Compared to 2004 -~
! Change Due 10 | Change Due to
' ’ a Change in - 'Total a Change in Total
Increase (Decrease) ' : . _Yolume Rale Change [ | Volume Rate ~ Change
Interest inclom‘_e \ ' . E
Loans. . . A . $6,103 $15170  $21,273] ' $2,584 § 6,306 -$ 8,890
SeCUrIties .\ . v\ v v e (4.924) 1613 . (3311, (2.545) = 879  (1,666)
Regulatory :Stock ........... . - {(180) 131 (49')l 3 L7 PRR L
Loans héld forsale. . ............... (262) 47 ' (2]5) | 183 €] 176
Other sh‘on.iterm investments . ...... . 159 50 209 ' (51) 90 B .39
Total interest income. . . . . e 896 17,011 17,907‘ : 174 7275 ..7,449
Interest expeniqe . . . . v I ) -
Deposits ..t .. ........ e © 2,459 16,938 . 119,397 | - 81 9,191 9,272
Short-term borrowmgs ..... AR 429 © 2268 ' 2,697 ! 18 3,921 3,939
Long-term borrowings .............. (6,582) 3,017 (3,565 (1,338) (2,219 (3,55T)
Total interest expense ............. _(3,694) 22,023 18,5290 (1,239) 10,893 9,654
Net interest in‘gome .................. $4,590 $(5,212) % (622-')! $ 1,413 $(3,618) $(2,205)

v t : ! i
{
The followmg discussion of results of operauons is on a tax-equivalent l)asn, Tax -exempt income, such as
interest on loans and securities of state and political subdivisions, has been mcreased to an amount that would have
been earned had such income been taxable.

Net inlerést income for 2006 was $84,971, or 0.7% lower than 2005. The decrease was primarily due to the
effectsof a ﬂattemng yield curve during 2005 that became inverted during 2006 and increased funding costs quicker
than the mcre'lse in asset yields; offset by an improved earning asset mix, plali'tlcu]arly within total loans, The
inversion of the yield curve had a negative effect on us because more of our liabilities matured or repnced in the
short-term thdn did some of the assets lhose liabilities were fundmg |

Major, comnbutors to the change in net interest income from 2005 to 2006 are as follows:

. Avcr.lge carning assets decreased $7,980 or 0.3%, driven by decreases in average securities balances of
$98,552 and residential mortgage loans of $26,786. These decreases were largely offset by increases in
average commercial loan balances of $108,681 and direct consumer l(;d!’lb of $9,315. This change in the
composition of earning assets was in line with our strategy of improw:fii\g our mix of earning assets by
reducing lower yielding securities, residential mortgage loan and.indiréct consumer loan balances and
offsemln;, those declines with increases in higher yielding commera'al loans. The increase in average
commercial loan balances for 2006 was driven by increases in commercml real estate loans of $99,278, and
also from the commercial lending team added during the second and lhlrd quarters in the Cincinnati, Ohio
area Thls group ended the year with outstanding balances of $42, 637! | }

* The average rate of commercial loans increased 109 basls points, as Iolmshréprlced lhroughout 2006 fo hlgher
rates brought about by 2005 market rate increases and new originations, were priced at higher rates than
dunng 2005, ; .
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» Non-interest bearing deposit average balances increased $5,267, while the average balances of savings and
interest-bearing demand deposits, which have an average cost of 84 basis points, declined $49,911. These
core deposits were largely offset by increases in the average balances of money market accounts, which had
an average cost of 3.76%, of $46,682. The shift from low and very low cost deposits to higher yielding
money market accounts occurred throughout the first three quarters of 2006 for us and throughout the
banking industry, as consumers opted for higher rate mvestment altemauves and deposrt products. Durmg

the fourth quarter this migration abated.

i

* A shift in fundmg sources occurred in 2006 The average balance of brokered certificates of deposit
increase¢ $102,836, while long-term botrowing average -balances declined $164,159, helping result in an
lower overall balance of interest-bearing liabilities of $44,998. This shift took place during 2006 in part due
to the maturity and refinancing of $177,500 of fixed-term debt that carried a weighted average rate of 3.06%
and matured in March, 2006. This shift in funding removed bullet risk by layering maturities over a one to
three year period. It also helped us improve our overall 11qu1d1ty position and demonstrated a lower level of
reliance on FHLB funding.

« Fourth quarter 2006 net interest income was negatively impacted by the reversal of accrued 1nlerest of $484
from the $17,749 loan that was charged off during the' quarter. The |mpact to the net 1nterest margm for the
fourth quarter of 2006 was appr0x1mately 5 bas1s points. )

+ Daily overdraft fees increased $274 or 18 9% as a result ofa hlgher number of accounts and a hlgher level of

activity within those accounts. \

Net interest income for 2005 was $85.593, or 2.5% lower than 2004, The decrease was primarily die to the
effects of a flattening yield curve during 2005 which resulted in increased funding costs that exceeded the increase
in asset yields; and a reduction in the securities portfolio that was offset by an increase in loans, partially offset by a
net reduction of borrowings. The flattening of the yield curve negatively impacted us as more llab111nes matured or
repriced in the short term than did some of the assets those llabllmes were funding.

i . 4 "

Major contnbutors to the change in net interest income from 2004 to 2005 are as follows

ta! ey e

* Average earning assets decreased $8,753 or 0.35%, driven by decreases in-average securities balances of
$53,022, partially offset by increases in average loan balances of $44,076. This change was in line with our
strategy of reducing the size of our securities portfolio and improving the.mix of our earning assets. The
increase in average loan balances was driven by increases in commercial loans of $40,228, the majority of
which came in the area of commercial real estate, increases in consumer loans of: $28 536 and declmes in
restdential mortgages of $24,688. '

» The reduction in the securities portfolio also reduced the ‘wholesale borrowin’gs'funding that portfolio.

* A change in the timing of assessing daily overdraft fees on overdraft loans reduced these fees by‘$590f This
change was by design and was a component of our High Performance Checking initiative. This ‘initiative
included the simplification of our transaction accounts, and changes in several of the fees associated wrth

* those accounts, including the daily overdrafl fee. . Ve ey e

* During the second quarter of 2005, we sold three branches that mcluded $]3 772 in loans .md $68 448 in
deposits, including $30,000 in valuable core deposits.

. Average loan yields increased 0.38%, contributing $6,306 of additional income 0vér' 2004.

. ngher deposrt rates increased interest expense by $9,191, while the average cost of borrowmgs increased
1.91% adding $4,548 in interest expense. The majority of the securities portfolio was comprised of fixed rate
instruments, while wholesale funding included a considerable volume of short term public certificates of
deposit repurchase agreements and other floating rate debt.- As rates increased, the spread between the
investments and the liabilities funding them decreased. While this spread declined dunng 2003, it remained
positive. T :
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. Dunng the second guarter of 2003, a write-down of $383 of premiums for acquired loans was recorded in
connectlon with an evaluation of the remaining period of amortization! Prepayments of the related loans

were occurring more frequently than originally estimated.
S :

NON-INTEREST INCOME |

! 1 1
Non-interest income for 2006 was $35,827, or 0.1% lower than 2005. Resl.ll‘ts for 2006 included increases in
deposit service charges of $3,524, debit card interchange revenue of $863, and tust revenue of $382. Additionally,
2006 also mcluded securities gains of $577, while 2005 included losses on sales|of securities of $1,532. Results for
2005 also mcluded gains from the sale of three branches of $6.218, as well as a g:lm from the sale of our merchant

credit card portfollo of $417. : | |
MEIJOI' contnbutors to the change in non-interest income from 2005 to 2006 are as follows:

* The inc_:.rease in deposit service charges is a result of the success of four High Performance Checking
initiative. This program resulted in a net increase of approximately 15,000 checking accounts since the
begmmng of 2003, and, coupled with higher levels of customer aclwlty, resu}ted in the higher level of fee
income! The increase in number of accounts, coupled with a higher usage of debit cards as a method of
payment by our customers, resulted in higher interchange fees. ]

+

+ The increase in trust revenue was a result of an increase in assets nmnaged by our trust department at
December 31, 2006 of 18,0% from December 31, 2005. This occurred as a result of both a greater number of
customers and assets managed, as well as an increase in the market value of equity securities within
customer accounts, which increased as the mdrket improved throughout 2006.

. Securm'es gains of $589 occurred during the fourth quarter of 2006, as 1551|1elrs of bonds exercised call options
10 redeém them at premiums ranging from 103% to 104% of their current outstanding balance.

» Life'i msurance income declined $182 or 7.8% from 2005. This was prlmarlly the result of bank owned life
1nsurance death benefits that we received in 2006 of $448, as compdred to $754 in 2005.

Non- mtercst income for 2005 was $35,878, or 6.8% higher than 2004. The lnclrease was primarily due to a gain
on sale of three branches of $6,218, a gain on the sale of our merchant credit card portfolio of $417, increases in
service charges on deposits of $2,941, debit card interchange income of $805 and death benefits from life insurance
claims of $754. These items were partially offset by a reduction in credit card fee i income of $1,318, a reduction in
securities gains of $6,009, and a reduction in mortgage banking and gain on sale of mortgage loans of a combined
$464. The level of deposit account fee income is highly dependent on both the number of accounts and the level of
activity on lho";e accounts. Lending fees are highly dependent on the number Iof loans originated.

Major conmbulors to the change in non-interest income from 2004 to 2005 are as follows:

* We solcl three branches in Southern Illinois during the second quarter of 2005 for a gain of $6,218. The sale
mcluded $13.772 in loans and $68,448 in deposits. ;
i
. We rolled out our High Performance Checking products in 2005, which included the redesign of transaction
accoums a reduction of several of the fees associated with those acclounts and a sales and marketing
approach designed to emphasize new account openings. As a result of thtlslmlt:anve we almost doubled the
numl)er of new checkmg account openings in 2005 as compared to 2004, and increased overall product
usage. This resulted in an increase in service charges of $2,941, or 23.7% lThe increased number of accounts
and greater debit card usage also contributed to an $805 increase in debn card interchange income.

« We received death benefits from two bank owned life insurance policies in 2005. The first of these, totaling
$338, was received during the third quarter with the second, totaling $416 being received in the fourth
quarler

| " ' i

» During the first quarter of 2005, we sold our merchant credit card portfolio f for a gain of $417. The sale of this
portfolio, and elimination of related expense, has been and continues to be 'expected to improve net income.
We l:on}inue to receive fee income for the merchant portfolio.

: 24




» The securities gains we recognized in 2004 resulted largely from the first quarter 2004 balance sheet
restructuring and offset a portion of the costs associated with the restructuring. In 2003, securities losses of
$1,532 included an other-than- temporary impairment charge of $455 on $13,168 of agency perpetual
preferred securities that do not have a maturity date or contractual cash flows that come back to us. These
securities,are not actively traded, resulting in impairment. Additionally, two agency-backed collateralized

mortgage obligations with a book value of $21,411 were determined to be other than temporarily impaired, .

* when we decided to sell them, resulting in a first quarter loss of $742. These securities were sold during the
second ‘quarter and an additional loss of $340 was incurred.

» Credit card fees in 2005 declined due to the sale of that portfolio in 2004. Fees for 2005 include fees received
from revenue sharing agreements with the purchaser of the portfolio. We also benefit from a reduced loan
loss provision and reduced processing expenses.

» The decline in mortgage banking revenue and gains on sale of mortgage loans in 2005 resulted from a
continued increase in interest rates, resulting in lower demand, including less refinance activity. The
flattening of the yield curve narrowed the rate differential between fixed and adjustable rate products,
contributing to a 20% reduction in adjustable rate mortgage ongmatlons which we typically retain on our
balance sheet. :

NON-INTEREST EXPENSE

Non-interest expense for 2006 was $75,877 compared to $77,557 in 2005, a decrease of 2.2%. Non-interest
expense for 2006 included reductions in professional fees of $1,407, salaries expense of $773, incentives of $685,
processing expense of $533, and franchise, sales, state and local taxes of $371. Partially offsetting these items were
increases in medical expense of $833, postretirement health insurance of $324, stock option expense of $223,
occupancy expense of $352 and low income housing partnership losses of $316.

B . . 1
Major contributors to the net reduction of non-interest expense from 2005 to 2006 are as follows:

» Professional fees declined largely as a result of our changing audit firms for 2006. Total audit fees were
reduced by $612 or 58.6% from 2005. Legal fees declined $466 or 51.6% largely due to 2005 expenses
relatéd to the ongoing audit of our tax returns, by having our in-house counsel we hired in 2004 deal with
issues we previously outsourced, and a reduced level of lmgauon Other professional fees dcclmed due to
lower expenses in the area of branch mystery shopping and facilities design.

* The redu_cuon in salaries expense was a result of a further reduction to our workforce, from 840 average
FTEs during 2005 to 804 average FTEs in 2006. Continued ongoing initiatives to find and execute

* efficiencies were successful, allowing us to reallocate resources to higher yielding businesses, such as
the commercial lending team added during the second and third quarters of 2006. At December 31, 2006, we
had 802 full-time equivalent employees.compared to 843 in 2005 and 839 in 2004.

+ Incentives declined from 2005 largely due to a reduction in executive incentive compensation expense that
resulted because of the fourth quarter 2006 loan charge-off. -

» Processing expense declined from 2005 largely due to successful execution of expense reduction initiatives
that resulted in new contracts and lower costs, particularly in the area of ATM and debit card transaction
processing.

» Franchise, sales, state and local tax expense declined because of the filing of a franchise tax refund claim for
a prior year, a sales tax liability paid in 2005 that did not reoccur in 200§ and resulted from a 2005 audit, and
lower franchise tax liabilities, as well as lower state and local deposit taxes. ' ‘

+ The increase in medical expense was primarily the result of two items. First, we began to offer and pay for
health insurance benefits to part-time employees in 2006. Second, in 2006, we had a higher level of
individually significant claims that approached or exceeded the stop loss amounts included in our self-
insured health plan. We continue to focus on several initiatives in the area of preventive care in an effort to
have a healthier workforce and lower overall health insurance costs.
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During 2006, we adopted Statement of Financial Accounting Standards No. 123, which resulted in the
recognmon of $245 of stock option expense for options issued during 2006 Prior to 2006, this expense was
not recogmzed in the statement of income, but rather recognized on a pro-forma basis in the footnotes to the
fi nancral statements. Total expense recognized for all stock-based compensatton for employees and

drrectors including restricted stock, was $810 in 2006 compared to $385 in 2005.

Y i, . . - .

* The increase in occupancy expense was caused by the lease of additional space in an existing facility during
the fourth quarter of the year, a switch in facilities management companies and related iransition expenses,
higher real 'propeny taxes and higher utitities expense.

1

t

: .

* The mcrease in low income housing partnership investment expenses|was due to htgher than expected

operatmg losses from the partnerships we have investments in, The retums we receive on these investments

consist, of the tax benefits we receive from the tax deductible losses the partnershrps generate, plus low

1ncome housmg tax credits we receive, less the actual losses. l

Non- mterest cxpense for 2005 was $77,557 as'‘compared to $138,180 in 2004 The decrease was primarily due

to $56,998 'of Idebt: prepayment feés incurred during 2004, decreases in several categories including $3,037 in

salaries and employee benefits, $880 in processing, $679 in amortization of u{tangtble assets, and $639 in other

expenses. These items were partially oﬁ'"set by increases in ocCupancy expense of $981 and commumcatron and
transportation of $1,315. - . ST

b

Major conmbutors to the net reducuon of non- 1nlerest expense from 2004'to 2005 are as follows
l .

¢ The 2004 balance sheet restructunng resuliéd in debt prepayment penalttes of $56 998; there were no such
costs incurred in 2005. | ‘ .

« The salanes and employee beneﬁts reduct:on was primarily due to three items. First, we reduced our
workforce from 863 average FTEs during 2004 to 840 average FTEs in'2005. A continued’ émphasis on
finding and executing efficiencies, along with changes in our business, duch as the sale of the three Illinois
banking centers and the sale of the merchant credit card portfollo v'vere largely responsible for these

! reduutlons At December 31, 2005, we had 843 full-time equn'alent employees compared to 839 in 2004.
Second medical costs under our self-insured health plan were lower than anticipated. Average claims were
posrllvely impacted by a focus on preventive care, as well as a relauvely lo&v level of individually significant
claims that reached our stop loss insurance policy minimums. Third, we implemented a new retail incentive

plan that more closely matched -incentive pay with performance. ! -
¢ The,i mcrease in-occupancy expense is due pnmanly 10 new banking cemers opened in late 2004 and early
2005 parttally offset by a reduction resulting from the second quarter 2005 branch sale. Banking centers
opened: in late 2004 and early 2005 include Evansville, Indiana_ (July 2004), Henderson, Kentucky
(December -2004), and Florence, Kentucky (May 2005) i
] 4 I
. Commumcauon and transportation expenses mclude an increase in postage of $1,331, as compared to 2004,
The postage increase is largely the result of a hlgher number of marhn;,s to\promote deposit products and the
ngh Perfornmnce Checkmg initiative. i : |
|
= The decllne in processing costs is largely attributable to sale of the merchant credit card portfolro during the
first qudrter of, 2005 and the elimination of refated processing costs of $1 066.
"
* The decline in amortization of mtangtble assets occurred because the amomzatlon period for a portion of our
coré déposit intangibles ended in December 2004, This resulted'in ellmmauon of amortization expense of
$660 it 2005, as compared’to 2004, Goodwill and certain other mtanglb]e assets are regularly tested for
tmparrment We completed this testing 1n'2005 and found no lmpalrment

a

'

s The declme in other expense was in large part due toa thlrd quarter 2004 $410 write-down of a property held
in other real estate owned. ) _ o 4 i ) SR
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INCOME TAXES

We recogmzed income tax expense of $2,415in 2006 as compared to $7,879 in 2003, and a benefit of $14,791
in 2004. The effective tax rate for 2006 was 11.0% and includes the benefits of $2,389 of low income tax housing
credits. These credits are a direct offset to tax expense and a large component of lowering tax expense in each of the
three years presented. This compares to an effective tax rate of 22.4% and total tax credits of $2,510 in 2005. The
2006 tax rate declined from 2005 because of a lower level of pre-tax income, which is attributed largely to the
$17,749 fourth quarter loan charge off and its effect on the provision for loan losses and taxable income. The 2004
beneﬁt resulted from the loss incurred as a result of the balance sheet restructuring completed that year. -

We expect to be abIe to utilize all available- carried forward net operating losses and tax credits in future
pertods. '

Investments in bank-owned lifé insurance policies on certain officers, a tax-exempt item, generated $2,166 of
income in 2006, $2,348 in 2005, and $1,547 during 2004. The 2005 increase in tax exempt life’insurance income
was driven by the receipt of $754 in death benefits, while $448 of this income was recognized in 2006. See Note 12
of the Notes to the Consolidated Financial Statements for an additional discussion of our income taxes.

1

INTERIM FINANCIAL DATA

The following tables reflect summarized quarterly data for the periods described:

2006
Three Months Ended ' ' December 31° - September 30 June 30 March 31
Interest inCome . . ..............cc0uvunnnn $40,802 $41,035 . $39,442  $37.114
Interest Xpense . . . ... cvinvnnn e 20,174 20,218 18,699 16,996
Net interest income . . ... .. L w06 20,817 20,743 20,118
Provision for loan losses .................. 18,091 - 950 859 . 394, -
, Non-interest income. ... ...... T ceo;, 9443 ;926 9117 8,061
 Non-interest.eXpense .. ................... . 18860 . 18599 19260 19,158
Income (loss) before income taxes . .......... (6,880) 10,474 9,741 8,627
Income taxes (benefits) . .................. (4,280) 2,274 2,351 2,070
NET INCOME (LOSS) .......... eee--. $(2600) $ 8200 0§ 7390 $ 6557
-Earnings per.share: . R <. ‘
Basic...!............ IR, I $(015) $ 047 % 042 § 0.38
Diluted . -.". ... ... SR e {015) 046 042 0.37
Average Shares . ] ' . -: n ‘.‘ 1l Love . . l ?. ' .- - ) . . ' i 1
BRSIC.. i e 17697 17,589 17466 . 17434

Diluted . ..o, ... . 17864 . 17,752 ., 17,562 17,521

.7,
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2005

i
= Three Months Ended , December 31 Septembér 30 June 30 March 31
i T ' L )
Interest income .. . . ..:............. SRRE IS $36,566 $35, 417 $34,700 $33,496
Interest ef(pense ....................... I 16,130 15, 089 - 13,904 12,435
ot ‘

Net‘int'erest income ... o) | .. 20,436 20,328 20,796 21,061
Provision forloanlosses ................ l o ‘ 515 l55]8 , 4,316, 375
Non- mterest income. .......... ... | .. 828 7,?45 13,111 6,544
Non- mterFSt EXPENSE « v vv oo e | - 18,729 19, 524 20,075 19,229
Income blefore income taxes. ............/ I . 9,470 R, 191 9516 8,001
Income taxes’ ............ P | .. _ 2,616 ) 1 585 2,066 1,612

NET lNCOME ....... e e I .. %6854 $ 6,606 $ 7450 $ 6,389
Eammg,s per sharc . ‘ . { '

BasiCois oo oo 5 039 3 ('}.38 $ 043 § 037

DliutedI 0.39 0.38 0.43 0.37
Average shares: , . _ I . :

Basic . ..o 17,418 1'7,i4(i)0 17,365 17,343

Diluted .. ... ... ST b 174s0 17,504 17440 17414

FINANCIAL CONDITION ;
Total assete. at Décember 31, 2006 were $2 684,479, compared to $2,708, 142 at December 31, 2005,

H

CASH AND CASH EQUIVALENTS -~ - |

Cash and’ cash equivalents, mcludmg federal funds sold and other short- lerm investments totaled $69,398 at
December 31, 2006 compared to $62,755 one-year prlor The balance of this account fluctuates daily based on our

and our customers needs. i

SECUR[T]ES AVAILABLE FOR SALE I

Total mvestmenl securmes which are all clasmﬁed as available for sale, compnsed 22.9% of total assets at
December 31, 2006, compared to 23.1% at December 31, 2005, representing ;‘1 $66,312 decrease. The securities
portfolio represents our second largest earning asset after commercial loans. Durlmg 2006, we continued an engoing
initiative to reduce the level of our securities portfolllo, while increasing our commercial loan portfolio. This has
resulted in an 1mpr0ved interest rate risk profile, a stable net interest margin and’an improved mix of earning assets.
Mortgage- backed securities and collateralized mortgage obligations, or CMOs, represented 72.7% of the securities
portfolio at December 3 1, 2006, as compared to 77.6% at December 31, 2005. l\?ortgage -backed securities carry'an
inherent prepayment risk, which occurs when borrowers prepay their obligations due to market fluctuations and
rates. Prepayment rates generally can be expected to increase during periods of lower interest rates as underlying
mortgages are'refinanced at lower rates. Qur present investment strategy focuses o on shorter duration securities with
more predlctable cash flows in a vartety of interest! rate scenarios.

[l
' : b
.
l
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SECURITIES PORTFOLIO. g ' ‘ T

' ’ " December 31, !
' {At Fair Value) ) " - ' 2006 Co2005 T 2004 ¢
U.S. Government agencies ....... P ,$‘lé;165 "$"‘l,ll9." $ 1,005
Mortgage-backed securities. . . . . e e PR 133,630 166,504 230,685
-Collateralized. Mongage Obhganons ...... e .. 313417 362,313 .. 407,126 .
State & polltlcal subdivisions . .. ... e e e e e el -1 76,143 85,254, .. 97813 ..
Otller securitie_s .......... PR P T T 75,363 65 840 . 64,340
Total ..o $614,718 . $681,030  $801,059 -

The amortlzed cost and fair value of Lhe securities 4s of December 31, 20006, by contractual mdturlty, except for
mortgage _backed securities and collaterahzed mortgage obhgatxons which are based on estimated average lives, are
shown below. Expected maturities may differ from contractual maturlues in mongage backed ﬁecurmes because
certain mortgages may be called or prei:ald without penaltiés. - :

v o " '

\ Matunty of sccurmes avmlable for qale AT . Coar Co
! Less Thao I Year +1—5 Years - 5—10 Years . Over 10 Years ot
Maturity = . Maturity Malurily Maturity _ Total

Amount Yield Amount Yield Amunnl Yield Amount Yleld. Amount Yield

US govemment' | - A oL : . S . S
L — — % 16,000 5.38%$ - 175 ,5_.7’:_’%$_ — — 3 16,175_I‘5.38%

. agencies ........ $
Mortgage- backed ' L : v, . .
. securities . . ... ... 10,687 4.64% 123,188 4.33% 1379 390% 631 5.61% 135885 4.35%
Collateralized ,, Lo e L . " :
mortgage : o ‘
obligations. . .. ... —  — 90956 4.59% 221,321 435% 10389 4.20% 322,666 4.41%
States & political - . o ’ P
subdivisions. . . . . . 3162 7.30%. 17463 - 7.44% 44308 7.65% 8647; 8'41% 73,580 " 7.67%
Other'securities . . . . . = = s 5.90% — - 74873 7.25% 74924 1.25%
Amortized Cost. . . . . $13.849 5.25%$247.658 4.71% $267.183 4.89% $94.540 ' 7.01%$623,230 5.15%
Fair Valve .. ....... '$13969 - $244,108 © $261,749  $94,892 $614.718

St oo TN

Note The yield is calculated on.a 35 percent l‘ederal tax-equivalent basis: - . .-

REGULATORY STOCK o S ' . ‘L

v e PRI BELU
Regulatory stock mclucles mandatory equnty secunncs Wthh do not have a readlly determmable fair value and

are therefore carried at cost on the batance sheet. This includes both Federal Reserve and Federal Home Loan Bank,
or FHLB stock. From time to time, we purchase this dividend paying stock according to capital requirements set by
the respective regulatory agencies. During 2006, we redeemed $8,747 of our FHLB stock back to the FHLB at par.

LOANS

Loans, net of unearned income, at December 3 1, 2006, totaled $1,790,976 compared to $1,750,192 at year-end
2005, reflecting an increase of $40,784, or 2.3%. Commercial loans, which include commercial, industrial and
agricultural; commercial real estate; and construction and development, increased $69,384 at December 31, 2006,
compared to year-end 2005. This increase was driven primarily by an increase in commercial construction and
development loans originated by our commercial real estate line of business. This line of business was initiated in
the second half of 2003 when we opened loan production offices, or LPOs, in metro Cincinnati and Cleveland, Ohio,
and Louisvilie, Kentucky. We opened a fourth LPQ in Columbus, Ohio in 2006. In 2006, the commercial real estate
lending group originated approximately $303,200 in new loans, compared to $218,541 in 2005 and $117,903 in
2004, Quistanding balances for loans managed by this group totaled $363,100 at December 31, 2006 compared to
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" . industrial loanis for this group totaled $42,637 at December 31, 2006, ' |

1 ‘ ! h
'
t |
.
|

1

$281 358 at Decembcr 31, 2005. The majority of these loans were made wrthm ithe areas the LPOs serve. These
loans were used to finance a variety of construction and development projects th'at included apartments, residential
land developments condominiums, retail centers, office buildings, as well as some hospitality and industrial type
properties. L. oe{ns are occasionally made on pl’Q]CLtS outside the markets served b)’( the LPOs to borrowers who are
either located within our market area or who have prevrous lending relationships with our commercial real estate
lenders. Competmon for these credits typically comes from larger national andlregional commercial banks, Since -

" the mceptron of this line of business, this portfolio has not experienced any charge-offs, while generating returns, rn

“excess of thos? ongmal]y forecasted when the strategy was launched. .
[}

Commercral 1ndusmal and agricuttural loans decreased $4,095 or 0.7% from year-end 2005. The net decrease
was due to a dcclme in outstanding balances originated in our community markets and a fourth quarter $17,749

- charge off, offset by the outstanding balance of loans originated by the comnllercral lending team which began

|
operations in the Cincinnati, Ohio metro area during the second and third quaners of 2006. Total commerc1a] and

Resrdentrﬁl mortgdf,e ioans decreased $10,941 or 2. 4% from year-end 20()5| whlle total originations mcreased
slightly. The current interest rate environment resulted in customer preferences toward fixed rate loan products

" which we typlca]ly sell to the secondary market after they are originated, as Iwell as a lower level of refinance
" activity. In 2006 approximately $101,774, or 76.4% of new originations were through direct retail channels, while

approxrmatelyli$31 1438 or 23.6% were originated on a wholesale basis, This compares to $110,000 or 88% and
$15,000 or'12% in 2005. The inversion of the y:eld curve resulted in mcreased customer demand for fixed rate
~ products. This; led to a decline in new originations that are retained and recorded on our balance sheet. The decline
:was also a component of our efforts to improve our l‘[l'llx of earning assets. The lével of higher yielding commercial
“loans increased, while residential mortgage, indirect consumer and securitics baldnces decreased. In early 2007, we
made the decrs'ron to private label our residential moggage processing, underwrlltmg, closing and servicing. Under
- this business model, the number of loans we originate and retain on our balance sheet will continue to decline;as
., will the outsta]ndmg balances of th1s porifolio. y

Home equrty loans decreased $2,981 or 2.2% at December 31, 2006, as the rising interest rate environment

continued to negauvel) impact the origination of variable rate products, causing many borrowers to refinance into

fixed rate home equity loans or mortgages. Home equrty loans are generally collaterahzed by a second mortgage on
the customer s' | primary residence. _ |'

Consumer loans decreased $13 192 or 6.2% at December 31, 2006, prlm.:u‘lly due to a decrease in mdrrect
dealer ongmatrons of $33,304 from 2005. Consumerjloans include both direct and indirect loans. The indirect loans
are to borrowers located primarily in the Midwest and are generally secured by relcreanonal vehicle or marine assets.
_Indirect loans ‘at December 31, 2006, were. $124, 8611 compared to $134,749 at| December 31, 2005. Indirect loan
balances declmed in part due to a decision to limit origination of lower yreldmg indirect marine and recreaticnal
vehicle loans dunng 2006, while using those funds, along with funds generated from paydowns from lower yielding
residential mortgage and securities balances, to gene}ate higher yielding commelrcral loans. We stopped ori gmatmg
mdlrect marine and recreational vehicle loans in December 2006. ;
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LOAN PORTFOLIO AT YEAR-END

2006 ' 2005 2004 2003 2002

Commercial, industrial and agrlcultura] o . - . : ',

loans ..................... ... $ 568841 § 572936 S 563382 § 586,159 $ 644,084
Economlc developmcnt loans and |

other obligations of state and ] ,

political subdivisions. .. ......... 7.179 8,422 13,195 20,951 . 18,360
Lease financing. . ... ............. 5,495 5,740 ' 5,73i 6,796 - 7,366
Commercial morigages ... ......... - 180,249 180,907 224,066 238,261 172,640
Cbnstn;ction and development. . . . ... 260,314 186,177 72,517 53,108, 36;981
-Residential mortgages.......... e 436,309 447,250 456,007 477,895 451,920
Home equity lines of credit......... 132,704 135,685 143,037 132,101 126,257
Consumer foans ...... ... ... 199,887 213,079 187,395 184,426 148,580

Total loans . .................. 1,790,978 1,750,196 1,665,330 1,699,697 . 1,606,188
Léss: unearned income . ... . ...... o2 4 6 9 33

Loans, net of unearned income . ... $1,790976 $1,750,192 $1,665324  $1,699,688 $1,606,155

Different typés of loans ‘are subject to varying levels of risk. We mitigate this risk through portfolio
diversification as well as geographic diversification. We concentrate substantially all of our lending activity by

lending to customers located in the geographic market areas that we serve, primarily Indiana, [llinois,

Ohio. The loan portfoho is also diversified by type of loan and industry.

Kentucky and

We lend to customers in various industries including real estate, agricultural, health and other related: services,
and manufacturing. There is no concentration of loans in any single industry exceeding 10% of the portfolio nor
does the portfolio contain any loans to finance speculative transactions or loans to foreign entities. In 2005, we had
one loan of approximately $224 to a foreign subsidiary of a domestic company. This loan-was guaranteed by the

domestic’ parcnl which hedges the currency through a Eurodollar agent and was paid off in 2006.

LOAN MATURITIES AND RATE SENSITIVIT]ES AT DECEMBER 31 2006

'I‘otal Loans

4

After 1 Year
’ } ) Within But Within Over
Rate Sensitivities: - ' . _ - 1Year -~ 7'5 Years - § Years Total
Fixed rate loans . ... ... .. . ... .S 68630 $355034 .$299051 $ 722715
Variable rate loans ... ....... ... v vii o 762,040 247,150 - 50,446 _1,059,636
Subtotal ... .o e $830,670 ' $602,184 $349.497 1,782,351
Percentoftotal . ................. ... 46.60% 33,79% 19.61%
Nonaccrual loans . .. ........ v i, ' ‘3,625
Total loans - . ... ......... e ' $1.790,976
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LOAN MATUR[TIILS AND RATE SENSITIVITIES AT DECEMBER 31, 2006

Commercml Industnal Agricultural, Economic Development Obligations of State and Polmcal Dtvnsmn
Construction and Development Loans

: After 1 Year
\ Within But Within Over

i | 1 Year 5 Years! 5 Years Total i

g . . . I ‘ -
Commercial industrial and agriculture loans'. .. $294,149  $220,188  $52,238  $566,575

i
Economlc development loans and other

!
Obhgatlons of state and political |

subdivisions . .. .. . e 5,013 1 841 325 7,179
Construptton and development . . .. .. PR L., 251477 8, 266 565 260,308
P :
Total: ..\ ... ] ! L. $550639  $230295  $53.128  $834062
' ‘h - _'_'_r_‘ N
F'i,‘\'edI FALE - o e i i .. % 49,485 $]98,5|2[7 $50,404 3298416
\ Va:.riall)le ratel 501,154 31,768 2,724 535,646
Yo o
Subtotal . ......... ... ... o | ... 3550639 $230,295 $53,128 834,062
Pereciit o tota] ... Lo esmm  2761%  637%
Nonac'emqlloans.......‘..............!... | 2272
Totalh . . oo L $836,334
ket 200

l ‘
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NON-PERFOFMING ASSETS ' |
] . , ek .

- Non-performing assets consist primarily .of nonaccrual loans restructured ;oans loans. past due 90 days or
more and othel1 real estate owned. Nonaccrual loans]are loans on which interest recogmuon has been suspended
because of doubts as to the borrower’s ability to repay principal or interest accordmg to the terms of the contract.
Loans are gene'rally placed on nonaccrual status after becoming 90 days past dueltf the ultimate collectability of the
loan is in questton or when we determine the loan 1:“'; impaired. Loans which are]current but as to which serious
doubt exists about repayment ability, may also be- placed on nonaccrual status, Restructured loans are loans for
which the term:s have been renegotiated to provide a reduction or deferral of p'rmmpal or interest because of the
borrower’s financial position. Loans 90 days or more past due, which totaled $228'at December 31, 2006, are loans
that are continuing to accrue mterest but which are eontractually past due 90 day's or more as to interest or principal
payments. Other real estate owned represents properties obtained for debts prevn:'n.{sly contracted. We are not aware
of any loans Wthh have not been disclosed as non'performmg assets that reprebem or result from unfavorable
trends or uncertamtles which we reasonably believe will materially adversely affect future operating results,
liquidity or capltal resources, or represent material credits as to which we have selrtous doubt as to the ability of such
borrower to, Cornply with loan repayment terms, ) !

| i . ‘

NON-PERFORMING ASSETS AT YEAR END

i
!
: -" 2006 2005 2004 . 2003 - - 2002
|
I

Non-performmg loans:(1)
Nonacctal . . ..veenn $8.625 $25,013  $17971 $15725  $20,010
90 days past due and still accruing .
interlest ......................... 228 40 576 2,566 2,367
I I .

Total non-performing loans ... ...... .1 8,853 25,053 18,l547 18,291 22,377
Defaulted’mummpal securities. ... ........ — —_ — 2,692 2,536
Other real estate owned. . ............... 936 440 - 1243 1,341 2,286

Total_ non-performing assets . . ... .... | $9,789  $25493  $18.,790 $22,324  $27,199
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(1) Includes non-performing loans classified as loans held for sale.

Non- performing loans were 0. 49'%‘and 1.43% of loans, net of unearned income at the end of 2006 and 2005,
respecuvely We actively manage non-performing loans in order to minimize this level. The change in the
components of non- -performing assets was due primarily to the second quarter 2006 payoff of a loan that was
classified as non-performing during the second quarter of 2005. We had a 30% participation in this loan, which, at
the time it was classified to non-performing, had an outstanding balance of $14,256. During the second quarter of
2006, this loan; which then carried a balance of $12,643, was paid off. We charged off $1,671 of the spec1ﬁc reserve
of $2,905 we had established in 2005.. . "

The interesl'recognized on nonaccrual loans \\;as approximately $105, $134 and $109 in 2006, 2005 and 2004,
respectively. The amount of interest that would have been earned had these nonaccrual loans remajned in dCCI'LIll‘Ig
status was $193, $968 and $1,148 for 2006, 2005 and 2004, respectively,

We maintain a watch list of commercial loans and review those loans quarterly. For the most part, assets are
designated as watch list loans to ensure more frequent momtormg The assets are reviewed to ensure proper earning
status and management strategy. If it is determined that thiere is serious doubt as to performance in accordance with
the orlgmal terms of the contract then the loan is placed on nonaccrual. We also review non-accrual loans on an
ongoing basis,

CREDIT MANAGEM ENT oo .

!

Our credn management procedures include Board oversrght of the lending funcuon by the Board’s Credit and
Risk Management Committee, which meets at least quarterly. The committee monitors credit quality through its
review of information such as delinquencies, non-performing loans and assets, problem and watch list loans and |
charge-offs. The lending policies address risks associated with each type of lending, including collateralization,
loan-to-value ratios, loan concentrations, insider lending and other pertinent matters and are regularly reviewed to
ensure that they remain appropriate for the current lending environment. In addition, a sample of loans is reviewed
by an independent loan review department or cutside independent third party, as well as by a compliance
department and regulatory agencies. . . .

Consumer, mortgage and small business loans are centrally underwritten and approved while commercial
loans are approved through a combination of low individual lending authorities, independent senior credit officers
and a Corporate Credit Committee. A limited number of officers have the authority, in certain cases and for certain
loan types, to override centrally denied loan requests Those overrides are subject to certain stipulations and are
centrally tracked and monitored for performance. The Corporate Credit Commitiee approves or ratifies all loans of
$2,500 or more.

The allowance for loan losses is that amount which, in management’s opinion, is adequate to absorb probable
inherent loan losses as determined by our ongoing evaluation of the loan portfolio. This evaluation is based upon
consideration of various factors including growth of the portfolio, an analysis of individual credits, adverse
situations that could affect a borrower’s ability to repay, industry concentrations, prior and current loss experience,
the results of recent regulatory examinations and economic conditions. Loans that are deemed to be uncollectible
are charged to the allowance, while recoveries of previously charged off amounts are credited to the allowance. The
provision for loan losses is the amount charged to operauom to prov1de assurance that the allowance for loan losses
is sufficrent to absorb probable losses.

The adequacy of the allowance for loan losses is based on ongoing quarterly assessments of the probab]e losses
inherént in the credit portfolios. The methodology for assessing the adequacy of the allowance establishes both an
allocated and unallocated component. The allocated component of the allowance for commercial loans is based on a
review of specific loans as well as delmquency, classification levels and historic charge-offs for pools of non-
revrewed loans. For consumer loans, the allocated component is based on loan payment status and hrstoncal loss
rates.

.+ A penodic review of selected loans (based on risk rating: and size) is conducted to identify loans with
heightened risk or probable losses, The primary responsibility for this review rests with the relationship manager
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responsible for the credit relationship. This review'is supplemented by the Ioan review area, which provndes
information- assnstmg in the timely identification of problems and potential problems and in deciding whether the
credit represents a probable loss or risk which should- be recognized. Where appropnate an allocation is ade to the
allowance for individual loans based on our estimate of the borrower’s ability to repay the loan glven the availability

il

of collateral other sources of cash flow and legal optlons -available to us.
bt , o ! . S

Included i m the review of individual loans are those that are impaired as prov1ded in SFAS No. 1 14 Accountmg

by Creditors for Impairment of a Loan. We consider. 10ans impaired when, based bn current information and events,
it is probable we will not be able to collect all amoums due in accordance with thcl contractual terms. The allowance
established for 1mpalred loans is generally based, for all collateral-dependent loans on the market value of the
collateral, less esllmaled cost to liquidate, For non-collateral dependent loans, the allowance is based on the present
value of expected future cash flows discounted at) the historical effectwe m'terest rate stlpulated m the loan

.

agreement. ! j

Homogeneous pools of loans£ “such as consumer mstallment and resrdemlal real estate loans, are not
individually revrewecl An allowance is established for each pool of loans based upon historical loss ratios, based
on the net charge- -off history by loan category. In addmdn the aliowance reflects other risks affecting the loan
portfolio, sucht as economic conditions in our geographic areas, specific mdus]try financial conditions and other
factors. ‘ l : g

b

The unallocaled portion of the allowance covers general economic uncertamnes as well as the imprecision
inherent in any loan and lease loss forecasting methodology At December 31 2006, the unallocated reserve
mcluded within the allowance for loan losses was $l 182 as compared to $310 at December 31, 2005

r

e
1 a

The factors used to evaluate homogenous loians in accordance with lhe SFAS No. 5, Accounting for
Contingencies; are reviewed at least quarterly and are updated as conditions warrant The provision for loan losses
is the amount necessary to adjust the allowance for loan losses to an amount that is adequate to absorb estimated
loan losses as determined by our periodic evaluatrons of the loan portfollo Our evaluation is based upon
consideration of actual loss experience, changes ih composition of the loan portfolio, evaluation of specific
borrowers and' collateral, current economic conditions, trends in past-due and Inon accrual loan balances and the
results of recent regulatory examinations,

+

The adequacy of the allowance for loan losses is reviewed on a quarlcrly basrs and presemed to the Audit
Committee of thc Board of Directors for approval. The accountlng policies related to the allowance for loan losses
are signifi cant ‘policies that involve the use of estimates and a high degree of subjectivity. We have developed
appropriate polncres and proceduires for assessing the adequacy of the allowance for loan losses that reflect the
assessment of credlt risk after careful consideration of known relevant facts. In de\'elopmg this assessment, we must
rely on esumates and exercise judgment regardmé matters where the ullimate outcome is unknown such as
economic factors . developments affectmg companies in specific industries or issues with respect to s1ng1e
borrowers. De'pendmg, on changes in circumstances! future assessments of cred1lt risk may yield different results,
which may require an increase or decrease in the allowance for loan losses.

Cur proce'ss to perform this analysls mcludes expanded data analysis, back-testing and conlmued refinements
to documentatlon surrounding the adequacy of the [allowance. The allowancei provides reliable measures of the
probability of default and risk of loss for our categones of loans with similar rlsl( characteristics and analyzes loss
data over a perlod of time that we believe is dpproprlate and which is perlodlcally reevaluated. This improves the
measure of mherent loss over a complete.economic cycle and reduces the impact for qualitative adjustments. This
process does nol 1mpact losses estimated in accord;llnce with Financial Accountmg Standard 114, Accounting by
Creditors for lmparrmenr ofalLoan. .. | ] . e l ‘

We contmue to enhance our loan portfolio monitoring system 10 enhance our risk managemem capabllmes In
2004, we implemented the Markov migration model for our commercial portfollo Among the most significant
enhancemenlsfwere expanded score band performance loan to value analysts and vintage analysis. Initiatives
implemented i m 2005 and 2006 include the use of cusllom scorecards to forecast Idefaults as well as losses within our
consumer. portfoho creation of a default-model based off of historical data (o- help determine credit costs, and
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creation-of atfoundation for.risk'based capital allocation:using the’ MarkGvimddel 4 These iditiatives have'dnd will
continue to help in refining our capital allocation for estimated loan losses. [ (2120

s Ll Luaz . I
"”"“The provlsron “for-loan- losses totaled $20 294 in 2006 an increase of $l4 530 from 2005 At December 31,

2006 the allowance for 10anTo$ses as & percéntage of loans was 1.18% as companed'to 1.39%at year-end 2005! The
allowance for loan losses to non-performing loans at December 31, 2006 was 239.0% comparedito.97. 4%tat
December 31,2005, . o2z LE, 202, 1€ - saluoiigs s lerizedai siovanmoD

prsen it sensld
The hlgher provision in 2006, as compared to 2005 was primérily du€ to thré¢ items: ST i

ceh M [ 1 - Cesrgznionm (Lo smng’)

‘s The impact of the charge-off of the $17,749 lendmg relationship duringithe fourth; quartertof 2006:¢This
()g_g kS irelatronshlp is described further below. tr L . ;.n(__ om lsinobinod
oas Addltlonally, we expenenccd a hrgher level of charge-offs in ‘'our ‘consumer portfoho pamcularIS; ln the .
9§EL areas of indirect. marine and recreational vehiclé'Idans, which had-net charge-offs of $1,227 tomipared'to
(7.2 $784 in-2005. 8% L oo IH PT o R T

el Tio el nn s ona/oo9d
. Partlally offsetting these items were net recoveries in 2006 of $108 forj cor{hme(rual r’hortg‘dg’e an

lg YLT Commercial construdtion’and development real’ éstate credits,"as dﬁ’f}b’séd to netC'll'al"gé"offs ‘of $588-for
L 2005. Thése loans make up 24.6%-of our portfolio at December 31, 2006 - - - - Sy gmtmnit s

A ’ Ihe £i. L Wyl e s yrs o’}
The fourth quarter includes the charge-off of the previously mentioned $17 749;1end1ng relationship.-On

.......

December 29, 2006 we mstltuted legal actlon against our borrower. Subsequent to our legal actlon a number of
115
developments occurred that lled usto reevaluate the hkehhood of coliéction. Thisresulted in’ our decrslon to charge-
off the entire lendmg relatronshlp Those developments include the filing of eleven other collectron S0itsy lncludlng
§iX. by other ﬁnancral institutions. As the result of an investigation by the state of Florida, a state court in: ‘Flérida has

our borrower owes "$204, 600 to md1v1duals that purchased an employee mvestment sa\_;mgs account “and an
addmonal $112, 700ina stock program Thé Florida regulators have called the program “a massive ‘fravid”: This is in
addmon to the"¢laiims that have been madé by-the various financial institutions.-As of February 632007, the total of

all claims filed against our “borrower total almost $500,000, of which ours.comprises. approxrmatelyt$18 OOO'IA
e bahasithny 461 2912 % 7} 1leT
The relationship to this, Dborrower began in 1997 as a part of a strategy to originate out of market credits through

" brokeF network: Thefé are noother loans™ rernalmng lI'l our ‘portfolio-from that .str'at'e'g'y' L
LR FOFOLAL 2 eTn oS & erlal 2 gy atfudnsust g’ asol 16, v xallA
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We are actrvely pursuing our nghts and remedies. to collect the outstandmg balance of the loans, as well as
It A TAVIAT I B YR 31 LA TN Tt 2 Ik AR O Bt
accrued mterest and legal and other fees 0

— e

WA L Y A SO ¥ '.T.:':':.'.... P U I T o3
0% The higher ‘provision in"2005)as compared'to 20048 was primarily;due to three items; - ; ;.. O8O JLEIIVA
ARRM A et TeR iy LN o) XL SRR ot of 4 4 N .euqol nnumol ;:;q ton h.*ul

; o* The establishment of a specific reserye,against the loan to a regional grocery,store cham When this loan was

paid off 1n 2006, we, charged off $l 671 i fel e

L0 L CEREC] gL s "-*aol ngol 16t noizivord

o~

£ede We reclassified approximately $9,788/of under performing loans. o loans held‘for sale and recorded $1;461
in charge-offs and related provision expense during the second quarter of 2005, andi g0l 161 sqnmvoltﬁ
80; bry gy.ae JTHC AF TP ab 3 AR SR L LAEST Bttt
- +"'Consumer bankruptcies increased during the fourth quarter largely attributed to the October 2005 passage of
new bankruptcy laws, coupled with rising fuel prices, increased minimum credit card payments by many
issuers, and other economic factors contributed to an increase in consumer net charge offs of $682 from
2004. The increase came primarily from the indirect recreational vehicle portfolio. -

Net charge offs to average loans for 2006 increased to 132 basis points compared to 31 basis points in 2005.
The $17, 749 charge off recorded during the fourth quarter of the year represented 100 basis points of the 101 ‘basis
point increase in 2006. The 2005 increase from 15 to 31 basis points was attributed to the effects of the lodn sale, the
charge-offs from which totaled 9 basis points, and increases in commercial and consumer charge—offs partlally
offset by a reduction in net residential mortgage charge-offs.
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SHORT-TERM BORROWINGSC)E!([ T Zﬁad"‘ A 2 0.] i I M S LEA FaT T L {}"‘“r_')f‘ ! l,?«
3=~ Shortt term borrowmgs totaled $217,518 at December.3l 20()6 an increase of $15,855 from year- -end 2005

{1 e
Short-term borrowrngs primarily _ mclude federal fundsfpurchased._whlch are purchased from other financial
institutions, generally on an overnight basis, securmles sold under agreements to repurchase, which are.collater:
“ralized t:ransacuons,acqulrcd in national:markets-as well.as from ‘our ’commercral customers as a part.of-a. cash

management serv:ce and short-term FHLB advances. | N 2.1_",']'nu.r 5o -) ,

Al SN T
At Det’:ember'fil 2006 we had an unsecured unused line of credit for $15, 000 wrth anothe'r fmarrtcral

~rinstitution, ava1labletfederal funds purchasedtlines of $364 300 and avallabtltty of $516,049 under‘the Federal

s-Reserve borrov\ifer in.custody progeam. 01 s ar i . eamana (
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LONG-TERM BORROWINGS ' ' s oo - e
l

rw

f o o
Long tem't borrowmgs have ongmal matusppes great_er than one year and 'lr}clude advances from the FHLR
. URLCIATE
secunttes sold Lunder repurchase agreements Eterm notes from othér financial institutions, ﬂoatmg Tate unsecured

® subordlnated Pdebt ‘and triist preferred securities. Ilong term borrowmgs declre'ased - $200, 266 during r2(}06‘to
1$254.521 fr'om‘l$454 787 atiDeceniber-31, 2005: FAt December 31; 2005 'FHLB advances tncluded bullet’or’ ﬁxed
1matur1ty advances which carrted a weighted average‘mterest rate of 2. 64% wrthlﬁnal maturities in 2007, .as well as

amomzmg and other advances, which camed atwelghted average 1nterest rateE of 5.55%. . 4
. el Tt L 1 I “e.. B wrat t'

o
"
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average ﬁxed rate of 2. 78% with $10,000 maturmg in 2007 and $65, OOO malunng in 2008. .

The unsecured subordinated debt includes $4, 000 of debt that has a floatmg rate of three-month LIBOR plus
2.85% and wtll mature on April 7, 2014, Issuance costs of $141 were paid by us and are being amortized over the life
of the debti Al second issue-includés' $10,000. ofrﬂoatmg raté-subordinated debt ‘issuéd inzApril»2003 that'has a
floating rate of three month LIBOR!plus-3:20%; whrch will mizture on Apnl 24, 12013; Issuance costs of $331: were

paid by:us- and are]bemg amoruzed over. the:life’ ofithe debtioase s’ noon il 3 3 RNV RET ey Lees llm
ik H';” wdnill- K M DR AR 1 .JL"IJ[ cetitionan, nar ol gl Esa ok 2amiiaah v 1T v K
In uly 2001 we |ssued $18 000 of f'loatmg'ratp1 caplta’l secunttes as a parttcrpant ina pooled trust prj'eijenlf:ed
p L PRI L Yol Lot aid Ha
fund Thbe tru’srtlpreferred securrtlles have a l1qu1gatton arpountlgfig‘;l l000 per secunty wrth 'arvar}gple per annum rate
Voot e Ry, il 1 AL LI FY ¥ 1Y T "bic ] T R RN
equal to six- month LIBOR plus 3, 75% wrth interest, payable semtannually Thel issue matures on July 25, 2031
Eront A ool gy [ 3 RINY Sl P | L I
Issuance costsrof $581 were patd by us and are bemg arnorttzed‘over the life of the securities, We have the nght 10
all theseﬁs‘ecuht'tlés"at 5r effective Jul 2r5 u:’lOll gD ot b el Ll S
¢ ;, AT umt,tlu.mpc:.-t.mm‘.u ks UCET R I (VR VA S R A S RV RS ot t';}l“f‘ 1= pps @ L?'EZ

. During thp second quarter of 2003, we 1ssued an addmona] $34, 5001n trust preferred secunttes asa parttcrpant
m A pooled fund wnth A floatmg mterest rate of three-rhonth LIBOR plus 3.10%. The iSsug matures on"Jt'm'e 26! 2033

Issuance costs of $1 O45'were paid by'u us and are bemg arnomzed over the Lifé of thie debt ‘Wé have the rlght {6 Call ,

these’ce secunttes at par effectlve Jdhe25: c2008u gepd o ni bajuge b gt huowns temetson o s r:,ff i
) TELIIN OB U1 . uiGI002 ATNE

I 200l RUES o "'l S lt
o Vl{e contmuously revrew our hablllty composmon Any modifications could adversely affect our proﬁtabtlltty
‘and capttal‘levels over,the: near term, but would be undertaken if we believe that restructurm g the balance sheet will
tmprove*o!urnhterest ratelnsk and quutdttymsk proﬁle on al longer -term basrs 3 ru;{n;f,,q A {);rrrm' 1 1edah r'l"
L 2 l 2lzaqsh distn

OFF- BALANCE SHEET ARRANGEMENTS AND AGGREGATE CONTRACTUAL OBLIGATIONSll

We have obli gations and commitments;to make, future: payments under conpacts -Qurdong-term; borrowrngs
Tepresent FHL“B advances with various terms and rates collaterahzed pnmanly by first mortgage loans and certmn
spec1ﬁcally asmgned secunttes securities sold undet repurchase agreements rtotes payable secured by equtpment

and equrpment R T arl*uorrt d ok 'u.rO

;\" ................... P P S R R S

| -
expos!ure to cfredlt1 loss in the event the nonperformance by the other party to the commitment 1s hnuted to, the
contractual amount Many: comrmtments ‘expire wnthoutlbetng used. Therefore,|the’ amounts stated below do not
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‘necessarily represent future cash commitments. We use the same credit policies in making commitments and
conditional obligations as we do for other on-balance sheet i_nstrumems. .

The following table lists our 51gmﬁcar|t contractual obllgatlons and sngmﬁcant commllments commg due in
the periods indicated at December 31, 2006. Further dlscussmn of these obhganons or commnments is included in
Note 19 to the consolidated financial statements.”

Lo,
r a

’ ’ ’ ’ Less Than 1to3 3to5 Alter 5
+ As of December 31, 2006- ¢ ot © - - 'Total - QOneYear ' Years - Years Years
- Conlractual On Balance Sheet Obllgauons _ . L o ' o ' . .
Long termdebt. . ............ ... 3254521 8113957, $.69.330 § 2,568 $.68,666
Operating leases .. ! ... .c....n.... - 14,910 - - 2,003 3,183 2,090 7,634
Total contractua] cash obhgauons. .. $269431 31 15960 $ .72,513 '3 4,65-8' $ 76,300 -
Off Balance Shef:t Obligations oL . . -' D . : . -
© Lines of credit. ............. .oat.- 3358683 $165,944 ° § 33,277 521,480 $137,982
.., . Standby letters of credit. ..........,.; 19915 , 11,687 8,228 — —
Other commitments . . .. .. ... ....... . 214,697 93,662 : 77,858 20,759 22,418 -

Tolal_ othier commitments . ... ... ’ .. v$593,295 $271,293 $119,363 $42,230 $160,400

or

CAPITAL RESOURCES

Shareholders’ equity totaled $235,474 at December 31, 2006, an increase of $15,376 or 7.0% from 2005, The
increase was primarily the result of net income of $19,547, proceeds from the exercise of stock options of $6,365
and a decrease in the unrealized loss on securities, net of taxes, of $1,090, pamally offset by cash dividends of
$11.814. ' 4 e . .

At December 31, 2005, shareholders’ equity ‘totaled $220,098, an increase of $10,807,'0r 5.2%, from 2004.
This increase was primarily the result of net income of $27,299, partially offset by cash dividends of $11,158 and an
mcrcasc in the unreallzed loss on securltles net of tax of $7, 005 .

*  The dividend payout ratid for 2006 was 59.3%, compared to 40.8% for 2005. During the second quarter of
2006, we increased our quarterly dividend 6.25% to $0.17 per share. The average equity to average asset rauo was
8.46% and 7.87% for 2006 and 2005, respectively.

We opened one new bankmg cemer in 2005 and none in 2006. We qold threc bankmg centers in Southern
Illinois during the second quarter of 2005, We are currently i in process of bu1]dmg a new banking center in Florence,
Kentucky that is expected to be completed during the second quarter of 2007. At December 31, 2006, there was a
future contractual cornmitment of $976 related to this expenditure.

We and the banking industry are subject to various regulatory capital requirements administered by the federal
banking agencies. Failure to meet minimum capital requirements can elicit certain mandatory actions by regulators
that, if undertaken, could have a direct material effect on our financial statements. Capital adequacy in the banking
industry is evaluated primarily by the use of ratios that measure capital against assets and certain off-balance sheet
items. Certain ratios weight these assets based on risk characteristics according to regulatory accounting practices.
At Deceinber 31, 2006 and 2005, we and Integra Bank exceeded the regulatory minimums and Integra Bank met the
regulatory definition of well capitalized. See additional discussion in Note 16.

Capital. trust preferred securities currently qualify as Tier 1 capital for the parent holding company under
Federal Reserve guidelines. As a result of the issuance of FASB Interpretation No. 46 (“FIN 467), the Federal
Reserve adopted a rule that allows the limited inclusion of trust preferred securities in Tier 1 capital, subject to
stricter qualitative Hmits.
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LIQUIDITY , |

Liquidity of a banking institution reflects the ability'to provide funds to meet loan requests, to accommodate
possible outfl0\|tvs in deposits and other borrowings and to protect us against i mtert'.st rate volatility, We continuously
monitor our current and prospectwe business acnvrty in order to match matunttes of specific categones of short-
term and long- term loans and investments with specrtﬁc types of deposrts and borrowmgs

The prtmary sources of short-term asset liquidity for Integra Bank include’ ‘federal funds sold, commercial
paper, interest-bearing deposits with other financial mstttutlons and securities a'vmlable for sale. Short-term asset
liquidity is also provu:led by scheduled principal paydpwns and maturing loans at‘lld securities. The balance between
these sources and the need to fund loan demand and! deposit withdrawals is mo'mtored under our capltal markets .
policy. When these sources are not adequate, we may use federal fund purchases, brokered deposits, repurchase
agreements, saleh of investment securities or utilize our bon‘owmg capacity wnhlthe FHLB. At December 31, 2006
and 2005, federal funds sold and other short-term mvestments were 33,998 and $112, respectively. Additionally, at
December 31, 2006 we had $364,300 available from unused Federal Funds lmes and in excess of $277,346 in
unencumbered! secuntles available for repurchase agreements or liquidation. We‘also have access to funds from the
Federal Res:,rve Bank totaling $516,049 as part of its borrower in custody program.

For the parent holding company, liquidity is provided by dividends from lntegra Bank, cash balances, credit
line avallabtltty, liquid assets, proceeds from employele exercises of stock optloné and proceeds from capital market
transactions. Federal banking law limits the amount 'of capital distributions that national banks can make to their
holdmg compqmes without obtaining prior regulatory approval. A national bank s dividend paying capacity is
affected by several factors, including the amount of its net profits (as defined by statute) for the two previous
calendar years | ‘und net profits for the current year up to the date of dividend declz‘:rﬁt:on We also have an unsecured
line of credit available which permits us to borrow up to $15,000. There was no 'balance outstanding on this line at
December 31,.2006. . . _ o ‘

Liquidity for the parent holding company is required to support its operational expenses, pay taxes, meet
outstanding debt and trust preferred securities obhg:atlons provide dividends tto: shareholders, fund stock repur-
chases and othér general corporate purposes. The Board of Directors has approved a dividend payout ratio of 35% to

" 50% of net em[mngs We believe that funds to fulfi Il these obligations for the foreseeable future will be available
from currently‘avallable cash and marketable SCCUI‘IIIC‘; dividends from Integra Bank, the credit line avmlablllty, or
other sources that management expects to be avatlable during the year. :

We be]teve that we have adequate liquidity tolmeet our foreseeable needs, and are currently in process of
evaluating alternatlveb to fund the cash portion of the Prairie acquisition, which is éxpected to approximate $38,800.

ACCOUNTING CHANGES '

For mfonnatlon regarding accounting standttrdt:. issued which will be adopted in future perrods see Note l to

the Consolldated Financial Statements included in this report ’
i : !
. |
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ITEM:7AMSQUANTITATIVE AND'QUALITATI VE'DISCLOSURES ABOUT:MARKET. Rlsm SHEFRRALS

YA a[:"‘nw.:mrphqr- [SFRII I
Interest rate risk is the exposure of eammgs and caplta] to changes in interest rates. Fluctuatlons in rates affect

earnings’by changing nétinterest: income and’ other interest-sensitive income and’ expenise levels. Interest rate
changes affect the:market'value of capitalby-altering thé underlying value of assets!liabilities and off balance sheet
instruments. Our interest rate risk management program is comprised of several components. The components
include Board of Directors’. oversight, sentor management oversight, risk limits and control, risk ldenuﬁcatlon and
measurerqent nsk momtonng and repomng and mdcpendem review. We, stnvc to manage the lmpact of interest rate
volatlhty on earmngs and capltal through our mterest rate rlsk managemenl processcs

fop . LR TR

+We manage ‘interest rate-risk . wuh oversight through the ALCO-and Finance Committee of-the: Board: of
Directors, or Board: ALCO The Board ALCO meets at least lw1ce a quarterand is responsiblé for thé establishment
of policies, risk limits and aithorization-levéls:'A COmmlttee comprised of senior officers,the Corporatc ALCO
Committee, meets at least quarterly and is responsible for implementing policies and procedures, overseeing the
entire interest rate risk management process and establishing internal CO[IEI;_OIS.} Do .

At

Interest rate risk is measured and monitored on a proactive basis by utilizing a simulation model. We use the

following key methodo]ogle'i to measure interest rate risk.
€ l 3 54

Eammgs at Risk (“EAR ") We consider 'EAR o be our best measure for managing short tenq 1nterest rate
risk (one year tlme frame). ThlS measure réflects the dollar amount ‘of net interest income_ that wnll be 1mpacted by
changes in interest rates. We ‘use a simulation model'té run immediate and parallel changes in interest rates'from a
“"Base’ scenario using implied forward rates..{The standard simulation. -analysis assesses the Impactlon net;interest
income over a:12-month horizon by shockmg the lmphed forward yield curve up and down 100, 200 and 300 basis
pomts rAddltlonal yield curve: scendnos are, tc%ted from time to time to, assess the risk to changes in the slope of the
utlhzmg prolected growth and composmon ,Addmonal slmulauons are run from nme to nme to assess the nsk to
earnings and liquidity from balance sheet growth occurring faster or slower than anticipated as well as the impactof
faster or slower prepayments in the loan and securities portfolio. This simulation model projects the net interest
income forecasted under each scenatio and calculates the percentage change from the “Base” interest rate scenario.
The Board ALCO has approved policy limits for changes in one year EAR from the “Base” interest rate scenario of
minus 10 percent to a 200 basis point rate shock in either direction. At December 31, 2006, we would experience a
positive 0.28% change in EAR, if interest rates moved downward 200 basis points. If i interest rates moved upward
200 basis points, we would experience a negalwe 1.78% change in net interest income. Both simulation results are
within the policy limits established by the Board ALCO. Rising interest rates caused mortgage prepayments to
decline which had a positive impact to EAR in the down 200 basis point scenario in 2006 relative to 2005. The small
increase in EAR in the up 200 basis point scenario is a reflection of the migration of deposit accounts to higher
interest bearing money market accounts that are more market rate sensitive, aging of fixed rate debt, and slower
prepayment assumnptions (extension risk) on mortgage related securities and mortgage loans, The impact of these
more rate sensitive liabilities was offset by growth in variable rate commercial loans so that the net impact to EAR
was small, '

Trends in Earnings at Risk

Estimated Change in EAR [rom the Base
Interest Rate Scenario

—200 basis points +200 basis points
December 31,2006. . ... ... .. ... ... .. ... ... ... 0.28% (1.78)%
December 31, 2005. . ... ... ... . ... . e (3.76)% (0.99)%

Economic Value of Equity (“EVE”). We consider EVE to be our best analytical tool for measuring long-term
interest rate risk. This measure reflects the dollar amount of net equity that will be impacted by changes in interest
rates. We use a simulation model to evaluate the impact of immediate and parallel changes in interest rates from a
“Base” scenario using implied forward rates. The standard simulation analysis assesses the impact on EVE by
shocking the implied forward yield curve up and down 100, 200, and 300 basis points. This simulation model
projects the estimated economic value of assets and liabilities under each scenario. The difference between the
economic value of total assets and the economic value of total liabilities is referred to as the economic value of
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING
FIRM ON INTERNAL CONTROL

Shareholders and Board of Directors
Integra Bank Corporation
Evansville, Indiana : . . ‘ . PR

" We have audited management’s assessmént, included in the accompanying Managemeiit’s Report on Internal
Control over Financial Reporting, that Integra Bank Corporation maintained effective internal control over financial
repoiting as of December 31, 2006, based on criteria established in Internal Control — Integrated Framework
issued by the Commitiee of Sponsoring Organizations of the Treadway  Commission (COSO). Integra Bank
Corporation’s management is responsible for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on management’s assessment and an opinion on the effectiveness of the’ company ’s intérnal control over
financial repomng based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accoummg Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effecllvc internal control over financial reporting was mamlamed in all material respects. Our audit
included obtammg an understandlng of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with U.S. generally accepted accounting principles. A company’s internal contrel over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions ar¢ recorded as necessary to permit preparation of financial statements in
accordance with U.S. generally accepted accounting principles, and that receipts and expenditures of the company
are being made only in accordance with authorizations of management and directors of the company; and
(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that co_uld have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that Integra Bank Corporation maintained effective internal control
over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COS0). Also in our opinion, Integra Bank Corporation maintained, in all material
respecits, effective internal control over financial reporting as of December 31, 2006, based on criteria established in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the consolidated balance sheet of Integra Bank Corporation as of December 31, 2006, and related
consolidated statements of income, comprehensive income, changes in shareholders’ equity and cash flows for the
year ended December 31, 2006 and our report dated March 12, 2007 expressed an unqualified opinion on those
consolidated financial statements.

!s/ Crowe Chizek and Company LLC

Louisville, Kentucky
March 12, 2007
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K r Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of ! B
Integra Bank Corporétion‘ ]

In our opinion, 'the accompanying consolidated balance sheet as of December 31, 2005 and the related
consolidated statements of income, of comprehensive i 1ncome of changes in shareholders equity and of cash flows
for each of two years 'in the period ended December 31, 2{)05 present fairly, in all matenal respects, the financial
position of lntegra Bank Corporation and its subsidiaries (“the Company”) at December 31, 2005, and the results of
their operatlons and their cash flows for each of the two years in the penod ended December 31,2005, in conformity
with accounting pnnc1ples generally accepted in the Umted States of America. These ﬁnancral statements are the
responsibility of the Company's management. Our responsabllny is to express an oplmon on these financial
statements based on our audits. We conducted our audlts of these statements in accordance with the standards of the
Public Company Accountlng Oversight Board (Umted States) Those standards requnq that we plan and perform
the audit to obtain reasonable assurance about whether the|financial statements are free of material misstatement.
An audit includes entjammmg, on a test basis, evidence supporting the amounts and dlsclosmes in the financial
statements, assessmg the accounting principles used and mgmﬁcant estimates made by managcment and evaluating

the overall financial Statement presentauon We believe thal our audits provnde a reasonable basis for our oplmon
'\ LN 1 ' .

+ M ' " . ' . . r

: e /s/ PricewaterhouseCoopers ;LLP
| - il
i

I
A

|
Columbus, Ohio . "
March 10, 2006




INTEGRA BANK CORPORATION and Subsidiaries

-. Consolidated Balance Sheets . .

December 31,

) e . 2006 2005
) } (In thousands, except share
data)
ASSETS a .
Cash.and doe from banks . . .. ... ... it $ 65400 °§ 62,643
Federal funds sold and other short-term investments . .. ... ............ e 3,998 112
Total cash and cash equivalents. . .. ..................... e . 69,398 62,755
Loans held for sale (at lower of cost or fair value). ... ....... ...... RO 1,764 522
Securities avallable for Sl L e 614,718 - 681,030
Regulatory stock .., . ... i et T 244107 7 33,102
Loans, net of unearned income . ... ... ......... e . oo 1,790,976 1,750,192
Less Allowance for loan losses . . e PPN e (21,155 .+ -(24,392)
Net loans . ... . . .. PUUURUUP e Vo0, 1,769,821 1,725,800
Premasesandequnpment..............................:..., ......... T 46,157 " 50,106
Goodwill . .................. e e e 44,491 44,491
Other intangible assets . . .. ... e e e . L 6,832 7,765
Other assets . ... ... . oo e e 106,888 102,571
TOTAL ASSETS .. ... ... .. U P [T . $2,684,479 . $2,708,142
o LIABILITIES
Deposits: . ’ ‘ .
Non- mterest-beanng demand .............. e e e e $ 252,851 3 263,095
 Interest-bearing: ' ' _
Savings, interest checking and money market accounts. . .. ........... ... 794,280 760,883
Time deposits of $100 ormore .. ... ... .. ... . i 372,356 285,429
Other iMerest-bearing . . ... ..our' oottt e . 534365 - 499,096
Total dePOSIS . . . .o o\ttt e et e P 1,953,852 1,808,503
Short-term- borrowings .- .. .......... ..., e e e e e 217,518 201,663
Longterm.borrowmgs.'..............................;.' ............ 254,521 ‘454,787
Other liabilities . . . ... D S L. 23114 23,091
TOTAL LIABILITIES ...... ... .. ... ... ... . s 2,449,005 2,488,044
Commitments-and contingent liabilities (Note 19) .. ... ............. ....... -— —
SHAREHOLDERS’ EQUITY i
Preferred stock -1 000 000 shares authonzed ‘
- None outstanding .
Common stock — $1 00 stated value:
"' Shares authorized: 29,000,000 o : B
Shares outstanding: 17,794,289 and 17,464,948 respectively. ... ............ 17,794 . . 17465
Additional paid-in capital . .. ... ... .. . 135,054 127,980
Retained  armings. . . .o vt vttt e it e e 88,355 80,622
Accumulated other comprehensive income (J0S8). . ... v v v v i ini i e (5, 729) - (5,969)
- TOTAL SHAREHOLDERS’ EQUITY .. ...... ... ... .t 235474 220,008
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY .. ...\ vvvn. ...

$2,684,479  $2,708,142

See Accompanying Notes to Consolidated Financial Statements.
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: ' INTEGRA BANK CORPORATION -and SubSldlall‘lES
I . Consolidated. Statements of Income | |
Ly, Year Ended December 31,
S 2006 2005 2004
. ) (In thousands, except per
: I i : share data) :
INTEREST INCOME
Interest and fees!on loans: .
Taxable”. ... L. .. e ] $125,088 $103,801 $ 94,874
TaxexempL.,....L......................;.*. ...................... ] 416- - 425 449
Intérest and dividends on sccurities: 1 | L
Taxable ... . L. 0 26,525 28,591 29,221
Tax-exempl .. ... U S ! 4412 - 5355 6,045
Dmdendsonrcgulatorystock......;...........;.*............ .......... L 1,479 + 1,528 1,518
" Interest on loans held forsale .. ... 5 ...................... L 140 -355 179
Interest on federal funds sold and other. short-term investments - . .. ............. ; 333 124 ‘85
Total interést income. - - - ... . . .. R Lo 158,393 140,179 132,371
INTEREST EXPENSE ] : S :
Interest on deposus ................................................ ! 54,421 35024 25,752
Interest on short term borrowings. . .. L. ... ... U L 8,574 5.877 1,938
Interest on long-termiborrowings . ...+ ..o oo oo ... U ! 13,092 |.16,657 20,214
Tolal INterest BXPENSE . . . oo ahe e e e e U § L T76087 " 57558 47904
NET INTERESTINCOME . . ... ...«.......... .. R -1 82,306 . 82,62t 84467
Provision for,lodn losses . . ... ... ..i. . .as N B L 20294 - 5764 - 1,305
Net interest income after provision for loan losses . . .]. e }.l. 62,012 76,857 83,162
NON- INTEREST INCOME ; ) o 3
Service charges I(‘m deposit accoumts . . . ..o e 18,879 15,355 12,414
Other service charges and fees. .. .. .............. o 3807 - 3,962 4,434
Debit card income-interchange. . ... -« - o v e vl U I X 3,301 2,438 1,633
Credit card fee INCOME - . . - .. oo SRR N | 348 722 2,060
Trustincome . .| ... ... ... P U b & 23617 1,979 2,025
Net securities gains (losses). . ... ... e I : 577 (1,532) , 4477
Gain on sale of Other assets. . ... ... P Lok ] 93 6,786 1,360 -
Bank-owned llfc.lnsurance income................ v L 2,166° 1 2,348 1,547
Other . ...... L. i .............................................. 4. 4,295 3,800 . 3657
Total ROR-INIEIESt ICOME . .. ..ottt e e I . 35,827- 35878 33,607
NON-INTEREST EXPENSE | o
Salaries and employee benefits . ... ........ ... ... P 39,990 39,870 - 42,907
Occupancy" 8,182. 7.830 6,846
BQUIPIENE - |0 e e oot e e oot e e e b 3412 . 3584 . . 4052
Professional fecs . . 1. . i e e b 2,955 4,362 4,264
Commumcatlonland rAnSPOIAtion . . .o .. e e s I, 4,933 4,742 3,427
PROCESSING. - . ol oo lee e S AU . b 2,083 2,616 3,496
SOFIWATE . . - L[ bttt et et e e e i li 1,684 1,609 1,841
Marketing . . ..[. ..o oo i N I, 1,941 2075 2,179
Debt prepayment (eS . . . b, — — 56,998
Low income-holsing project losses . ... .. ......... ... JTR R 2,526 2,210 2,193
Amortization ofuntanglble BSSEIS . .. ... e e O 933 933 1,612
Other .......L...0 ... ... ... e O I B 7,238 . 7,726 8,365
Totalnonmtcrcetcxpense...........................................l.. 75,877 77,557 138,180
Income (loss) before income taxes . . .............. S TR | g 21,962 35,178  (2141D
Income taxes (benefit) . ......... SN P o] .]‘. © 2415 7.879 _(14,791)
NETINCOME(LOSS) ........... ' $ 19547 "% 27,299 § (6,620)
Earnings {loss) per share: ‘ p
Basic . ... e el $. $ 157 § (0.38)
e M P 3 $ 156 $ . (0.38)
Weighted average shares outstanding: : Lo
Basic .. ... S PTG N 17,546 17,382 17,318
Dilued - - b P [ 17658 .. 17,468 17,318
i
' 5 See Accompanying Notes to Conseclidated Financial Statements.
f ! ’ '
|
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INTEGRA BANK CORPORATION and Subsidiaries

. Consolidated Statements of Comprehensive Income |

Year Ended December 31,

) 2006 2005 . 2004
. ' ‘ (In thousands)
Net income (loss) . .............. e e e e e $19,547 $27.299 $ (6,620)
Other comprehensive income, net of tax: ; !
Unrealized gain (loss) on securities:
- Unrealized gain (loss) arising in period (net of tax of $955, $(5,482) :
and $(2.181) respectively) . ...l B 1433 -(7916) . (3,202)
Reclassification of realized amounts (net of tax of $(234), $621 and :
S(1,814) respectively)... . . . ... . e (343) 911 (2,663)
Net unrealized gain (loss) on securities. . .. ... ... ... ... 1,090 {7,005) (5,865)
Unrealized gain (loss) on hedged derivatives arising in period (net of tax . ,
of $13 and $155 for 2006 and 2004 respectively) .. ............... 19 — 227
Net unrealized gain (loss), recognized in other comprehensive income . . . . . 1,109 (7,005)' (5,638)

Comprehensive income (1088} .. ... .. i e e . 320,656  $20,294 . $(12,258)

- See Accompanying Notes to Consolidated Financial Statements,
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R INTEGRA BANK CORPORATION and Subsidiaries
1 ' |
: Consolidated Statements of Changes In Shareholders’ Equity
';‘._ ) . ) Accumulated
H g N Shares of Additional | | Other Total
: i T Common Common  Paid-In | Retained Comprehensive Shareholders’
; Stock Stock Capital Earnings Income {Loss) Equity
e ' i (In thousands, except s'hare'and per share data) o
BALANCE AT JANUARY 1,2004 .. ... 17,310,782 $17,311 $125.497 ; § 83,510 $6,674:° $232.992
NEtincome . < . .« oo e — - —| 6,620 —i (6,620)
Cash dividend declared (0.715 per share} .. ..: .. ... .- — — | 1(12,409) | — (12,409)
Change, net of-tax, in unrealized gain/loss on: .
SECUMIiES . . .o oy eeeea i e — — - = (5865 -(5.865)
Interest rate SWADS. :. e PR —_ — =1, — 227 227
Exercise of smckioptio'ns. e 38,648 39 688 | . — - 727
] fe 1 O +
Grant of restricted Stock . ... S 25,574 s @ - — —
Stock-based compensation expense . . .. .. ... .. ... — — 239 | — — 239
) M) 1 : [ -
BALANCE AT DECEMBER 31,2004 . . ... ........ $17,375004 $17,375 $126,399 ! § 64,481 § 1,036 $209,291
. G - " s : :
Netincome. ... .. e eoreeannnn. S — = —f 1 27,200 e 27,299
Cash dividend delared ($0.64 per share) ... . .: ... —_ - —| Ha1,1s8) — (11,158)
Change, net of tax, in unrealized gain/loss on: |
SECUTILIES . . .. oot eeeeeeeeeeeeee - - - f — (1005 (7,005)
Interest rate SWaps. ' . . . . vv vt — — —1 — —_ X
Exercise of stock; OPHONS . . . v vv v it e s 71,723 72 1,227 ¢ —_ — 1,299
Grant of restricted stock, net of forfeitures . . . ....... 18,221 18 (18) I — — r
J ; ¥
Acceleration of stock option vesting. . ............. — — 207 — - 20
Stock-based éompensation expense . ... ..... ... .. — — 352( | — - 352
.4 ' | . i
BALANCE AT DECEMBER 31, 205............. . 17,464,948 $17.465 $127,980| § 80,622 $(5,969) $220,008
Net income ... . ' .......... e — —_ —1 i 19,547 —_ 19,547
Cash'dividend declared ($0.67 per share) ........... — — ~lmsey 1 = (11,814)
Change, net of t_a:.;. in unrealized gainfloss on: - _ -
Securities | ol — —_— _I ‘ —_— 1,050 1,090
Interest rate st;vaps .............. e — —_ - - + 19 19
Adjustment to initially apply SFAS No. 158, net of tax . . L (869 (869)
Exercise of stock OPUHONS . v v v v v 289,862 290 6.0'.!5j I - -_ 6,363
Grant of rr.su"icu?d stock, net of forfeitures ... ....... 30,479 39 (39) —_ _ -
. ‘ P .
Stock-based coml.pensmion BXPEOSE . v uh i — — 1,038 —_ _— 1,038
R .. B ' .
BALANCE AT DECEMBER 31, 2006....., i 17,794,289 $17,794 $i35,054 '§ 88,355 $(5,729) $235,474
Ny b ) —_—— = === ===
B i Lo e
. ! I .
;o - ;
! i
] ]
- i
. ,
T |
: |
| ;
Pl
= '
1
I
. i See Accompanying Notes to Consolidated Financial |Statements. ~
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' *.__ R ) . Year Ended December 31,
' o e 2006 2005 2004
st (In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES L TR Lo T
Netincome (loss) . . . ... . . ... ... . ... . ... .. .. e e $ 19547 §.27,299. § (6,620)
Adjustments to-reconcile net income (loss) to net cash provided by operating activities: -

t Amortization and depreciation . . - . . . . . .. e 5,950 472,030 ¢ 3991

Provisionfor loan losses . . .. ...................... Al loe e oLl v 20,294 5,764 11,305

v Netsecurities (Zains) 0SSES .. . . . . o v v i e e e e e B (37T 1,532 447

(Gain) loss on sale of premises and equipment. . . . ... ... ...... e e . (65) 202 boo 24
Gain on sale of other real estate owned . . .. .. .. . . ... e e s (28) 109y . - (145)

- Gainonsale Of JOANS . . . . ot s e e e D e —- .. = - (1,158)
Gain on sale of merchant processing program . .. . ... ... ... ... . e i e (41D —
Gainonsale of branches. . . . . .. .. . . i e e e e _— (6,204) —

- Loss on low-income housing investments . . . . . . .. ... ..ttt 2,526 2,210 2,193
Increase (decrease) in deferred (AXeS . . . . .. vttt e (3,461) . 5,892 (13,192)
Netgainonsaleofloansheld forsale . ... ................ .. ... ... ... .... {640) (681) 618)
Proceeds from sale of loans held forsale . . . ... .. ... ... . . . . . i, 58,683 66,956 81,352
Origination of loans held forsale . .. ... .. ... .. ... . . i e {59,285) (65,624) (81,665)
Change in Other OPErating . . . ... .. .ttt i s 5,283 8,028 1,063

' Net cash flows provided by (used in) operating activities . . ... ... .. e 48,227 51,884 (12,947

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from maturities of securities available forsale . ... ................ ... .... 126,535 179,152 209,824
Proceeds from sales of securities available forsale . ... ... ...... ... ... . ...... 7,904 30,595 373,630
Purchase of securities available forsale. . . . . ... ... . . . i e e (66,132)  (104,210)  (417,778)
{Increase) decrease in loans made [0 CUSIOMEIS . . . . . . . ..t it ittt e et i eeaeae s (65,389  (103,806) - 24,892
Decrease in loans from sale of branches . . . ... .. 0 i e e e — 13,772 —_

CProceeds fromsale of loans . .. ... ... — -— 7,043
" Proceeds from sale of merchant processing program. . . ... ... ..ot ... — 585 -
' Purchase of premises and equipment. . . . .. ... .. ... L e e (292) {4,869) (5.439)
_Proceeds from sale of premises and equipment from sale of branches . ... .............. — 608 . ) -
-Proceeds from sale of premises and eqUIPMENT . . ..ot vttt et v e 125 C 211 5,512
, Proceeds from sale of otherreal estate owned. . ... ... ... .. . .. . .. 516 724 1,598

. Net cash flows provided by (used in} investing activities . . .. .. ................... 3,267 12,762 199,282

CASH FLOWS FROM FINANCING ACTIVITIES
Net increase (decreasc) MAepOsSitS . . . . e e 145,349 (19,590} 83911
Decrease in deposits from sale of Branches . ... ... ... e — (68,448) - —_
Excess income tax benefit from employee stock-basedawards . . .. ...... ... ... ... .. 416 —_ e
Net increase (decrease) in shont-term borrowed funds . . . . ... ... ... ... ... ... ..... 15,284 26,641 (124,118)
Proceeds from long-term boFrOwings. . . . .. .. oot e . 10000 —"" 334003
Repayment of long-term borrowings . . . .. ... .0 ... ... R D (210,266) (2,483) (470,269

CDividends paid . . . . . L e e (11,583) (11,144) (13,698)
. Proceeds from exercise of stock"options ..................................... 5,949 1,299 727

Nel cash flows pmwded by (ased m) f“na.ncmg activities . ., ... . . e (44,.851) (73,725) (189,444) -
Nel increase (decrease) in cash and cash equwa]ems .............................. 6,643 " (9.079) ! (3,109)
Cash and cash equivalenis at beginning of year . . .. ... ... ... ... . 62,755 71,834 74,943
Cash and cash equivalents at end of YEar . . ... .. . ... L e e $ 69398 $ 62,755 § 71,834

INTEGRA.BANK: CORPORATION and Subsidiaries
¢ + .Consolidated’ Statements of Cash Flows

N
b

Consolidated Statements of Cash:Flows are continued on.the following page

51




SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid dunng the year:

Interest ... .b.......

Income taxes (benefit)

INTEGRA BANK CORPORATION and Subsid
of Cash Flows — (Continued)

Consoliqlated Statements

SUPPLEMENTAL' DISCLOSURE OF NONCASH TRANSACT!ONS

.+ Change in al]owance for unrealized (gam)/loss on securities a\:allable for sale
Change in defcrred taxes attributable to securities available for sale .
.. Change in fair value of derivative hedging instruments

Other real estatel ‘acquired in settlement of loans - -

Dividends dcclared and not paid !

I
]

R —

.+ i See Aicompatiying Notes to Consolidated Financial Statem

A
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Year Ended December 31,

ents. -

2006 2005 2004
{In thousands) =~
$73,722 -, §55,239  $48,702
7,920 0 - . (288) - (681)
$(1 757) $12,013  $.9.860
721 (4,801) (3.993)
19 — —
1,074 :  B36 - 843
3,025 2,794 & 2780
; 3
.
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INTEGRA BANK CORPORATION and Subsidiaries

+ . Notes to Consolidated Financial Statements
(In Thousands, Except Share and Per Share Data)

NOTE 1. SUMMARY OF.SIGNIFICANT ACCOUNTING POLICIES
DESCRIPTION OF BUSINESS | : N

_,. Integra Bank Corporation is a bank holding company that is based in Evansville, Indiana, whose principal
sobsidiary is Integra Bank N. A., a national banking association, or, Integra Bank, As used in these notes, and unless
the context provides otherwise, the terms we, us, our, the company and Integra refer to Integra Bank Corporation
and its subsidiaries. We own Integra Reinsurance Company, Ltd. which was formed under the laws of the Turks and
Caicos Islands and the state of Arizona. We also have a controlling interest in Integra Capital Trust II and Integra
Capital Statutory Trust I, our trust securities affiliates. We provide services and assistance to our wholly owned
subsidiaries and Integra Bank’s subsidiaries in the areas of strategic planning, administration, and general corporate
activities. In return; we receive incomeand/or dividends from:Integra Bank, where most of our activities take place.

Integra Bank provides a wide range of financial services to the communities it serves in lndrana Kentucky,
linois and Ohio. These services include various types of personal and commercial banking services and products
investment and trust services and selected insurance services, ‘Specifically, these products and services include
commercial, consumer 'and mortgage loans, lines of credit, credit cards, transaction accounts, time deposits,
repurchase agreements, letters of credit, corporate cash managemem services, correspondent banking services,
mortgage servncmg, brokerage and ‘annuity products and services, credit life and other selected i insurdnce products
securities safekeeping, safe deposit boxes, online bankmg, and complete pérsonal and corporale trust, services.
[ntegra Bank also has a 60% ownership i mterest in Total Tnle Serwceq LLC a provider of resldentul utle insiirance.

' Integra Bank s.products and services are dehvered through its customers’ channel of preference, At
December 31, 2006, Integra Bank serves its customers through.74 bankirg centers, 128 automatic teller machines
and four loan production offices. Integra Bank also serves its customers through its telephone banking and offers a
suite of Internesi-based producis and servicesthat can be found at our website, hitp:/www. mtegrabdnk com.

Integra Remsurance Company, Ltd. is an insurance company formed in June 2002 under the laws of the Turks
and Caicos Islands as an exempted company for twenty years under the companies Ordinance 1981. It operates as an
alien "corporation in the staté of Arizona and as such is subject to the rulestand regulations of the’ National
Association of Insurance Companies (“NAIC”). The company sells only Allied Solutions credit life and disability
policies and operates wrthm the Bank’s banking center system.’Integra Reinsurance Company began operatlons in
May 2003. C L LA : ' : -

e o+ W fae ) '

Our consolidated financial statements have been prepared in conformity wnh generally accepted accounting
principles in the United States. The following is a description of our significant accoumr_ng policies.

BASIS OF CONSOLIDATION I o sk

. . i, . v . v - ' T e

The accompanying consolidated financial statements include the accounts of Integra Bank Corporation and

certain of our subsidiaries. At December 31, 2006, our subsidiaries included in the consolidated financial statements

consisted of Integra Bank and a reinsurance company. Our two slatutory business trusts are not consolidated due to

the guidance of FASB Interpretation (“FIN™) No. 46, Consolidation of Variable Interest Entities (“VIEs”). -

- All significant intercompany transactions and balances have been eliminated. We utilize the accrual basis of
accounting. Certain prior period amounts have been reclassified to conform to the 2006 financial reporting
presentatlon

.. . To prepare the consolidated financial statements in accordance with U.S. generally accepted accounting
pr1nc1ples, we are required to make estimates and assumptions based on available information that affect the
amounts reported in the consolidated finanéial statements. Significant estimates which are particularly susceptible

to short-term changes include the valuation of the securities portfolio, the determination of the allowance for loan
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INTEGRA BANK COﬁPORATlON and Subsidiaries

Notes to Consolidated Fin;ancial Statemeuts — (Colntinued)

| -
losses and valuation of real estate and other properties acquired in connection wuh foreclosures or in satisfaction of .
amounts due from borrowers on loans.. Actual results could differ from those esumates -

¢

CASH 'AND CASH EQUIVALENTS ! : ' ’
1
Cash and cash equivalents include cash on hand, 'amounts due from banks, clommercnal paper and federal funds
sold which are readily convertible to known amounts of cash. Interest-bearing deposns m banks, regardless of

malurity, are considered short term investments and included as cash equivalents.

TRUST ASSI:TS | . -

Propeny hcld for customers in fiduciary or agency capacmes other than trust cash on deposit at Integra Bank,
is not inclutled in the accompanying consolidated financial statements since such items are not assets of ours. '

SECURITIES' : r ' p .

Secuntles can be classified as trading, available for sale and held to matunty Curremly, we.only classify
securities as available for sale. ‘ i . . i

Securltles classified as available for sale are those debt and equity secur*ities that we intend to hold for an
indefinite penod of time, but not necessarily to maturuy Any decision to sell a secunty classified as available for
sale would be based on various factors, mcludmg srgmﬁcam movements in intcrest rates, changes in the maturity
mix of assets and liabilities, liquidity needs, regulatory capital considerations, and olher similar factors Securities
available for qiale are carried at fair value. Unrealized gains or losses are rep'orted as increases or decreases in
shareholders’ equity, net of the related deferred tax effect. Interest income includes amortization of premiums or
discounts. Premiums and discounts are amortized on the level yield method lwrthout anticipating prepayments,
except formortgage-backed securities, where prepayments are anticipated. Reahzed gains or losses, determined on
the basis of the cost of specific securities sold, are included as a component of net income. Secunty transactions are
accounted for ona trade date basis. '

Dcclmes in the fair value of avallable for saIe securities below their cost that are deemed to be other than
temporary are.reflected in earnings as realized lossés. In estimating other than temporary impairment losses, we
consider the I¢ngth of time and the extent to which lhe fair value has been less than cost, the financial condition and
near term plospectq of the issuer, and our intent and ablllty to retain our investment in the issuer for a period of time

sufficient to allow for any antrcrpated recovery in falr value
l . !

. . ! H . . \
REGULATORY STOCK . ! L
Regu]atory stock includes mandatory equity secluntu:s which do not have a' readlly determmable fair value and
are therefore carried at cost on the balance sheet. This includes both Federal Resr:rve and Féderal Home Loan Bank,
or FHLB stock. From time to time, we purchase this dividend paying stock according to capital requirements set by

the rcspecuve regulatory agencies.. During 2006 we sold $8 747 of our FHLB stock back to the FHLB at par.

LOANS . % ) _ ._.% ‘ .o 1

Loans are stated at the principal amount outstaniding; net of unearned i income. Loans held for sale are valued at
the lower of aggregate cost or fair valie. © @ tew ! 3 Lo :

i

Interest income on loans is based on the prmc1pal balance outstandmg, wrth the exceptron of mterest on
discount basis loans, computed using a method which approximates the effeeiuve interest rate. Loan origination
fees, certain direct costs and unearned discounts are amortized as an adjustmem to the yield over the term of the
loan. We endeavor to recognize as quickly as possrb]e situations where the borrower’s repayment ability has become

impaired or the collectability of interest is doubtful |0r involves more than the normal degree of risk. Generally, we
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INTEGRA BANK CORPORATION and Subsidiaries
Notes to Consolidated Financial Statements — (Continued)

place a loan on non-accrual status upon becoming 90 days past due as to interest or principal (unless both well-
secured and in the process of collection}, when the full timely collection of interest or principal becomes uncertain
or when a portion of the principal balance has been charged-off. Real estate | — 4 family loans (both first and junior
liens) are placed on nonaccrual status within 120 days of becoming past due as to interest or principal, regardless of
security. We adhere to the standards for classification and treatment of open and closed-end credit extended to
individuals for household, family and other personal expendttures including consumer loans and credit cards, that
are established by the Uniform Retail Classification and Account Management Policy (OCC Builetin 2000- 20) At
the time a loan is placed in nonaccrual status, all unpaid accrued interest is réversed and defetred loan'fees or costs
amortization is discontinued. When doubt exists as to the collectability of the remaining book balance of a loan
placed in nonaccrual status, any payments received will be applied to reduce principal to the extent necessary o
eliminate such doubt. Nonaccrual loans are returned to accrual $tatus when in the opinion of management, the
financial position of the borrower indicates there is no longer any reasonable déubt as to the timely collectability of
interest and principal. Past due loans are loans that are contractually past due, as to interest or principal payments,

ALLOWANCE FOR LOAN LOSSES ' S )
g . S e T POS IV
rThe allowance for loan losses is that amount which, in our oplmon is adequate to absorb probable 1ncurred
loan losses as determined by our ongoing evaluation:of the loan portfolio and its inherent.risks. Our evaluation is
based upon consideration of various factors including growth of the portfolio, an analysis of individual credits,
adverse situations that could affect a borrower’s ability to repay, prior and current loss experience, the results of
recent regulatory examinations and economic conditions. Qur process includes expanded data analysis, back-
Iestmg and continued refinements to documentation surrounding the adequacy of the allowance. The allowance
provrdes more reliable measures of the probabrllty of default and risk of loss given default for obr categones of
loans with similar risk characterlstlcs analyzes loss data over a pertod of time that we belleve is appropnate and
Wthh is penodleally reevaluated This improves the measure of inherent loss over a complete economlc cycle and
reduces the lmpact for quahtat]ve adjuqtments ‘ L

- B . : ‘.
[N ' : ' t -1

;-’mu 'Loans that are deemed to-be uncollectible are charged-off to the allowance, while recoveries of préviously
charged off amounts are credited to the allowance. A-provision*for loan losses is expensed to operations at levels
deemed necessary to provide assurance that the allowance for loan losses is sufficient to absorb probable mcurred
fosses based on our ongoing evaluation of,the loan portfolio. .. = .., .. _ '

LY

A periodic review of selected Toans (based on risk rating and size) is conducted to identify loans with
heightened risk or probable losses. The primary responsibility for this reviéw résts with the relationship manager
responsible for the credir relationship. This review is supplemented by the loan review area, which provides
information assisting in the timely identification of problems and potential problems and in dec1d1ng whether the
credit represents a probable loss or risk which should be recognized. Where appropriate, an allocation is made to the
allowance for individual loans based on our estimate of the borrower’s ability,to repay. the loan given the availability
of. collateral other sources, of cash flow and legal optlons available to us. - .

Ry Included in the review of 1nd|v1dual loans are those that afe 1mpa|red as provided i in Statement of Financial
Accounting Standards “SFAS” No. 114, Accounting by Creditors for Impairment of a Loan. We consider loans
impaired when, based on current information and events, it is probable we will not be able to collect alt amounts due
in accordance with the. contractual terms: The allowance established for impaired loans is generally based, for all
collateral-dependent loans, on the market value of the collateral, less estimated cost to liquidate. For non-collateral
dependent loans, the allowance is based on the present value of expected future cash ﬂows dlscounted at the
historical effecuve mterest rate stlpu]ated in the loan agreement i to S

o i 3 .y ' " . ‘ L
‘Historical loss ratios are apphed 1o-other homogeneous pools: of loans such as consumer installment and
residential real estate loans. In addition, the allowance reflects other risks’ affecting the loan portfolio, such as
economic conditions in the bank’s geographic areas, specific.industry ‘financial conditions and other' factors.. «
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Notes to Consolidated Fmanual Statements — (Contmued)

. The unallocated pomon of the allowance is detennmed based on our assessment of economic condrtrons and
specrﬁc economic factors in the individual markets in Wthh we operate. |
. b

OTHER REAL ESTATE OWNED i

i !
Propemes acquired through foreclosure and unused bank premises are mma]ly recorded at market value,
reduced by estimated selling costs and are accounted for al lower of cost or falr value. The market values of other
real estate are typically determined based on appralsa]s by independent third parties. Write-downs of the related
loans at or prior to the date of foreclosure are charged to the allowance for losses on loans. Subsequent write-downs,
income and expense incurred in connection with holdmg such assets, and gams{and losses realized from the sales of
such assets, are included in non-interest income and expense. At December 31 2006 and 2005, net other real estate
owned was $936 and $440, respecnvely , S i :
PREMISES AND EQUIPMENT X
Land is?carried at cost. Premises and equipment, including leasehold irrlf:urovements, are stated at cost less
accumulated: depreciation and amortization. Depreciation is calculated using the straight-line method based on
estimated useful lives of up to thirty-nine years for premises and three'to ten years for furniture and equipment. *
Costs of major additions and improvements are capitalized. Maintenance and repairs are charged to operating
expenses as incurred. ‘ b § . ’ o
INTANGIBLE ASSETS ‘ ]

N k 1y,

Goodwllll results from busmess acqursmons arlld represents '(he excess of the purchase price over the fair va]ue
of acqurred tangible assets and liabilities and identified intangible assets. |We assess goodwill for rmpalrment
annually by applymg a fajr- value- based test usmg Inet present value of estimated net cash flows. lmpalrment ex1sts
when the net book value of the reporting unit exceeds its fair value and the carrymg amount of the goodwill exceeds
its implied fair value. Other intangible assets represent purchased assets that also lack physical substance but can be
distinguished from goodwill because of contractual or other legal rights or bechuse the asset is capable of being sold
or exchanged either on its own or in combmatlon with an asset or liability. '

%

Intangible assets, primarily core deposit mtangrbles are amortized ‘over! itheir estimated useful lives, Wthh is
estimated at 15 years and also are subject to impairment testing. [ ‘

" BANK OWNED LIFE INSURANCE, ', S

(R

Bank owned life i insurance is recorded at lts cash surfender value, or thé amount that can be realized upon
surrender ’ o +

r
. SRR
| . ' _ o

SECURITIES SOLD UNDER AGREEMENTS To REPURCHASE K i

]

Securmes sold under agreements to repurchase are generally treated as collalerahzed ﬁnancmg transactions
and afe tecorded at the amounts at which the securities were sold plus accrued interest.’ Securities, generally
U.S.’governiment'and federal agency securities, pledged as collateral under thiese financing arrangements cannot be
sold or repledgéd by the secured party. The market value of coliateral provrded to a third party is continually
momtored and additional collateral provided, obtamed or requested 1o be r'elurned to us as deemed appropriate.

'
)

" MORTGAGE' SERVICING RIGHTS |

1

Morlgage servicing nghts or MSRs, represedt an estimate of the present, virlue of future cash servrcmg income,
net of estimated costs, we expect to receive on loans sold with servicing retamed MSRs are capitalized as separate
assets when loans are sold and servicing is ret.uned The carrying value of MSRs is amortized in proportion to and
over the period of, net:servicing income and this amortization is recorded :as a reduction to income.
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INTEGRA BANK CORPORATION and Subsidiaries

Notes to Consolidated Financial Statements — (Continued)

The carrying value of the MSRs asset is periodically reviewed for impairment based on the fair value of the
MSRs, We disaggregate the servicing rights portfolio based on loan type and interest rate, which are the
predominant risk characteristics of the underlying loans. Any impairment would need to be reported as a valuation
allowance. A primary factor influencing the fair value is the estimated life of the underlying loans serviced. The
estimated life of the loans serviced is significantly influenced by market interest rates. During a period of declining
mterest rates, the fair value of the MSRs should declme due to an expected increase in prepayments within the
portfolio, Alternatively, during a period of rlsmg interest rates the fair value of MSRs should increase as
prepayments on the underlying loans would be expected to decline. On an ongoing basis, we consider relevant
factors to estimate the fair value of the MSRs to be recorded when the loans are initially sold with servrcmg retamed.

Fees received for servicing mortgage loans owned by investors are based on a percentage of the outstanding
monthly prmcrpal balance of such loans and are included in income as loan payments are received. Costs. of
servicing loans are charged to expense as mcurred At December 31, 2006 and 2005 we had mortgage servicing
rights assets of $2,005 and $2,588, respectively. _ , . . . <L

i \
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" DERIVATIVE FINANCIAL INSTRUMENTS

4 b . N

‘We maintain- an overall interest rate risk manageément strategy- that *incorporates the use of derivative
instruments to minimize significant unplanned fluctuations in eamnings and cash flows caused by interest rate
volatility. Qur interest rate risk management strategy involves modifying the repricing’characteristics of certain
assets and liabilities so that changes in interest rates do not adversely affect the net interest margin and cash flows.
Derivative instruments that we may use as part of our interest rate risk management strategy include interest rate
swaps, interest rate floors interest rate caps, forward contracts and both futures contracts and options on futures
contracts. Interest rate swap contracts are exchanges of interest payments, such as fixed-rate payments for ﬂoatmg-
rate payments, based on'a common notional amount and maturity date, Forward contracts are contracts in which the
buyer agrees to purchase and the seller agrees to make delivery of a specific financial instrument at a predetemlmed

_price or yield. Futures contracts represent the obligation to buy or sell a predetermined amount of debt subject to the
“contract’s specific delivery requirements at a predetermined date and a predetermined price. Options-on futures
contracts represent the right but not the obllgatlon to buy or sell. Freestandmg denvatlves also include derwanve
transactrons entered into for risk management purposes that do not otherwise quallfy for hedge accountmg

All derwatwes are recorded as either assets or lrablhtres inthe statement of ﬁnancral condmon and measured at
fair value. On the date we enter into a derivative contract, we designate the derivative instrument as either a fair
value hedge, cash flow hedge or as a freestanding derivative instrument.. For a fair value hedge, changes in the
market value of the derivative instrument and changes in the market value of the hedged asset or liability or of an

- unrecognized firm commitmient attributable to the hedged risk are recorded in current period net income. For a cash
flow hedge, changes in the market value of the derivative instrument, to the extent that it is effective, are recorded as
a component of accumulated other comprehensive income within shareholders’ equity and subsequently reclas-
sified to net income in the same period that the hedged transaction impacts net income. For freestanding denvauve
mstrument-; changes in the market values are reported in current period net 1ncome

Net cash settlemems on derivatives that qualify for hedge accounting are recorded in interest income or interest
expense, based on the item béing hedged. Net cash settlements.on derivatives that do not qualify for hedge
accounting dre reported in non:interest income. Cash flows on hedges are classrﬁed in the cash-flow statement the
same as the cash flows of the items being hedged. g T o S

Prior to entering a hedge transaction, we formally document the relatlonshrp between hedging 1nstruments and
hedged items, as well as the risk management objective and strategy for undertakmg various hedge transactions.
This process includes linking all derivative instruments that.are designated.as fair value or cash flow-hedges to
specific assets and liabilities on the balance sheet or to specific. forecasted:transactions along with a formal
assessment at both inception of the hedge and on an ongoing basis as to the effectiveness of the derivative instrument
in offsetting changes in market values or cash flows.of the hedged item. . We consider hedge instruments with a
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l
correlation from 80% to 125% to be sufficiently effective to qualify as a hedge i mstrument If it is determined that the
derivative mstrurnem is no longer highly effective:as a hedge or if the hedge instrument is terminated, hedge
accounting is drscontmued and thé adjustment 10 market value of the derivative instrument. is récorded in net

income.. ' - . T - oo T TR } . . »

Denvatlve transactions that do not qualtfy for hedge aecountmg treatment tfnper FAS 133 would be considered
free- standmg derivative instruments. Gains or losses from these ifistruments would be marked — to—market on a

monthly basrs and the |mpact recorded in net income. : . )

INCOME TA XES ' Y ' :

We and our subsidiaries file a consolidated federal income lax return with' each organization computing its
taxes on a separate company basis; The provision for income taxes 1s based on]mcome as reported in the financial
statements, Deferred income tax assets and habllmes are computed annually forldlfferences between the financial
statement and tax basis of assets and liabilities that will result in taxable or deductlble amounts in the future. The
deferred tax assets and liabilities are computed based on enacted tax laws anp rates applicable to the periods in
which the dlfferences are expected to affect taxable i 1pcome Valuation allowances are established when necessary to
reduce deferred tax assets to an amount expected to l?e realtzed Income tax expense is the tax payable or refundable
for the perrod plus or minus the change during the period i in deferred tax assets and liabilities. Low income housing
tax credits are recorded as a reduction to tax provision in the period for whlch the credits may be utilized. |-

|
: . seoa o gt

.COMPREHENSIVE_INC_OME .o o , .

Comprehensive income consists of net income and other comprehenswe income. Other comprehensive
income 1neludes unrealized gains and losses on sepur1tres available for sale, pnrealnzed gains and losses on cash
flow hedges and changes in our minimum postretlrement hea]th and life plan, which are recognized as separate

components of equrty o K
. i . t ' NI . R . I
"

f, B i

LOSS CON TINGENCIES I -

Loss contmgencres mcludmg clarms and legal acttons ansmg in the ordinary course of business, are reeorded
as liabilities when the likelihood of loss is probable and an amount or range of ]oss can be reasonably estimated. We
do not belleve there are now such matters that will have a material effect on the ﬁnancnal statements

! ‘ ' iR LI A R
\

STOCK-BASED COMPENSATION ' e T

i A ' i sl ; ) ok

Prior to; 2006, stock options, were accounted for usmg the mtnnsrc vlalue method followmg Accountmg

Pnncrp]es Bpard (“APB") Opinion No. 25, Accomlmng for Stock Issued to Emp!oyees and related interpretations.

Had compensatron costs been determined based on the grant date market valuels of awards {the method described in

SFAS No 123 Accounting for Stock- Based Compensatron) reported net mcome and earnings per common share
would have been reduced to the proforma amounts shown below. . ‘ |

| t ) 4 \ i
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, L . . ' : : For the Year Ended
. ‘ December 31,

2005 2004

Ne-t income (less):. I ‘ ‘ . ‘

As teported. . . . . A S T $27,299 $(6,620)
- Add: Stock-based compensation expense mcluded in reported net income (loss), :
Rt Of LA .. . e e e e e e e 221 142
Deduct: Total stock-based employee compensation expense determmed under :
fair value based method for all awards, net of tax. ... .. e 2,505 1,021
“Proforma ........... e e ... 825015 $(7.499)

'Earnings (loss) per share: ' '

. Basic .. - o ' R .
Asreported. . ... ... B ST T N S L5773 (0.38)
Proforma. ....................... PR e . 1.44 . (0.43)

Diluted o o o L .
cAsTEeported . . ... e e e e e e $ 156 - % (0.38)

* Proforma.......... e e 1.43 (0.43)

The wei gl{ted average fair value of each stock option included in the preceding proforma amounts for 2005 and
2004 was estimated using the Black-Scholes option-pricing model and is amortized over the vesting period of the
underlymg options. The following assumptions were utilized in computing the fa1r values

v . . o . e 2006 . 2008 0 ¢ 2004
Number of options granted .. . . . ... T 259,106, 300,154 304,772
Stock price . -. . ........ e e e $ 2317 § 2167 § 2045
Risk-free iNterest Tate . . . .. ..\ .ottt e e ee e 4.99% 4.04%  397%
Expected life, in years ............0....... e 6 7 7
Expected volatility ... ............ciiivieiiiiiien... R L. 2449%  33.20%  33.16%
Expected dividend yield ... ... ... e 280%  3.00%  3.13%
Estimated fair value per 0ption . . . ...\ oeveseeererneenerns, $ 565 § 643 $ 589

On January 1, 2006, we adopted SFAS 123(R). The revised standard eliminated the intrinsic value method of
accounting required under APB 25. We adopted SFAS 123(R) using the prospective method of adoption; which
does not require restatement of prior periods. Under application of this method, compensation expense recognized

"in-2006 for all-share-based awards granted in 2006 is-based on the grant’date fair value of the stock grants less
estimated forfeitures. For 2006, adopting this standard resulted in a reduction in income before taxes for stock
option expense of $245, a reduction in net income of $154, and a decrease in basic and diluted earnings per share of
$0.01. The amortized stock option and restricted stock expense is included in the statemem of changes in
shareholders equity as stock-based compensatzon expense

RECEN T ACCOUNTING PRONOUNCEMENTS

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections” (“SFAS No. 154"),
which changes the accounting for and reporting of a change in accounting principle. This statement applies to all
voluntary changes in accounting principle and changes required by an accounting pronouncement in the unusual
instance that the pronouncement does not include $pecific transition provisions. This statement requires retro-
spective application to prior period financial statements of changes in accounting principle, unless it is impractical
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to determine c1ther the period-specific or cumulativejeffects of the change. There was no impact to our financial
statements from the 2006 adoption of this statement! . !

In December 2004, the FASB issued State;nent No. 123 (revised 2004) “Share-Based Payment”
(“SFAS No. I23(R)“) which requires the recogmtton of share based payments; cost in earmngs This Statement
replaces Statement No. 123, “Accounting for Stock~Based Compensation” (“SFAS No. 123") and supersedes
Accounting Principles Board Opinion No. 25, “Accountmg for Stock Issued to Employecs“ {“APB No. 257), which
permitted the |rccogmtton of compensation exper:tse using the intrinsic valuo method. The adoption of
SFAS No. l23(R)appl|os to awards issued after January 1, 2006, with expense bemg recognized for future grants.
We use the Black Scholes model to determine the value of the options granted. ]We adopted SFAS No. 123(R) on
January 1, 2006 using the prospective appllcanonI method. We have recordcd expense in accordance with
SFAS No. 123(R) for all awards granted since the adoptton date. In November; 20035, the FASB issued FASB
Staff Position (“FSP”) No. 123(R)-3, which provides a practical transition elccno'n related to accounting for the tax
effects of share based payment awards to employees. l:ollowmg the short-cut method specified in FSP No. 123(R)-
3, we dctcrmmcd that there was no impact to shareholders equity at December 31 2006.

In September 2006, the FASB issued Statement No. 158, “Employers’ Accountmg for Defined Benefit Pension
and Other Postrlctlrement Plans-an amendment to FASIB Statements No. 87, 88, 106 and 132(R)” (“SFAS No. 158").
This statement, requires that an employer (a) recognize the funded status of a benefit plan, measured as the
difference between plan assets at fair value and thc benefit obligation, in its Statement of financial position,
(b) beginning in 2007, recognize as a component of othcr comprehensive mcome] net of tax, the gains or losses and
prior service costs or credits that arise during the penod but are not recognized as components of net periodic benefit
cost pursuant to FASB Statement ‘No. 106, “Employcrs Accounting for Porstrcttrcmcnt Benefits Other than
Pensions™, {c) measure defined benefit plan assets and obligations as of the date. of the employer’s fiscal year-end
statement of financial position beginning in 2008, and/(d} disclose in the notes to thc financial statements additional
information’ ab:out ¢ertain effects on net periodic beneﬁt cost for the next fi sical year that arise from delayed
recognition of the gains and losses prior service costs or credits, and transition assets or obligations. We adopted
this pronouncemem on December 31, 2006. The ddOpllOl’] had the following effect on individual line items in the

2006 financial f,tatcments. ‘

: Before t After )

i Application of Application of

H SFAS No. 158 | 'Adjustments SFAS No. 158
Deferred i;itcomc taxes . .........! RN S $ 18,568 E $ 512 *$ 19,080 :
Total @ssets . .. ..ot b 2,683,967 ! 512 2,684,479 '
Liability f'or postretirement plan. ... ... ... L. ..., 866 l 1,381 2,247
Total llabilities ............................... 2,447,624 1,381 2,449,005
Accumulated other comprehensive income . . ... ....... (4,860} ! (869) (5,729)
Total stockholders equity .......... P f ..... S 236343 | (869) 235,474

In Septcmber 2006, thé Securities and ExchangelCommtssmn issued Staff Aclcountmg Bulletin No. 108 Topic
IN, “FtnﬂncnalIStatements — Considering the Effects of Prior Year Mtsstatcm'ct‘tts When Quantifying Misstate-
ments in Currcnt Year Financial Statements” (“QAB 108”). SAB 108 reqmres that a dual approach be used:to
compute the amount of a financial statement mtsstater'nent More specifically, the amount should be computed using
both the “rollver” {current year income statemenlt perspective) and “iron curtam {year-end balance sheet
perspective) methods A registrant’s financial statements require adjustment when either approach results in
quantifying a mtsstatcmcnt that is material, after c'onmdcrmg all relevant quantltatwe and qualitative factors.
Registrants ' are not required to restate prior pcrlod financial statements whcn initially applying SAB 108 if
management properly applied its previous approach (1 e. rollover or iron cunam) glvcn that all relevant qualitative
factors were COI'I\Idel’(..d SAB 108 states that, upon|initial application, reg1strants may elect to (a) restate prior
periods, or (b) record the cumulative effect of the initial application of SAB 108 i in the carrying amounts of assets
|
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and liabilities, with the offsetting adjustment made to retained earnings. To the extent that registrants elect to record
the cumulative effect of initially applying SAB 108, they will disclose the nature and amount of each individual
error being corrected in the cumulative adjustment. The disclosure will also include when and how each error being
corrected arose and the fact that the errors had previously been considered immaterial. SAB 108 was effective for us
for the fiscal year ending Qeccmber 31, 2006 and had no impact on our 2006 financial statements,

Effect of Newly Issued But Not Yet Effective -A‘ccounting Standards

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments,”
which amends SFAS No. 133, “Accounting for Derivative Iristruments and Hedging Activities” (SFAS No. 133) and
SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”
(SFAS No. 140). This statement amends SFAS No. 133 to permit fair value' remeasurement for any hybrid
instrument that contains an’ embedded derivative that otherwise would require bifurcation. This statement also
eliminates the interim guidance in SFAS No. 133 Implementation [ssue D-1, which provides that beneficial interests
in securitized financial assets are not subject to the provisions of SFAS No. 133. In October 2006, the FASB issued
an exposure draft, which would reverse this and make the guidance of D-1 permanent for certain securities. Finally,
this statement amends SFAS No. 140 to eliminate the resiriction on the passive derivative instruments that a
qualifying special-purpose entity (SPE) may hold. This statement is effective for us for all financial instruments
acquired or issued in 2007, and is not expected to have a material impact on our consolidated financial position or
results of operations.

. . } ! *

In March 2006, the FASB issued Statement No. 156, “Accounting for Servicing of Financial Assets — an
amendment of FASB Statement No. 140”, which changes the accounting for all servicing rights which are recorded
as the result of purchasing a servicing right or selling a loan with servicing retained. Statement No. 156 amends the
current accounting guidance for servicing rights in that it allows companies to carry their servicing rights at fair
value. Presently servicing rights are recorded ar inception at cost, allocated on a fair value basis and then assessed
for impairment based on their fair value at each reporting date, using lower of cost or market value. This
pronouncement is effective:for- us beginning January 1, 2007. We have evaluated the impact the adoption of
SFAS No. 156 will have on our financial statements, and determined that the impact will not be material since we
will not carry our servicing: nghts at fair value. :

In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes —
an interpretation of FASB Statement No. 109" (“FIN 48"}, which prescribes a recognition threshold and mea-
surement attribute for the financial statement recognition and measurement of a tax position taken or expected to be
taken in a tax return. FIN 48 also provides guxdance on derecognition, classification, interest and penalties,
dccoummg in interim periods, disclosure and transition. FIN 48 is effeclwe beginning in 2007. We have determined
that the adoption of FIN 48 will not have a material impact on our financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements™ (“SFAS No. 157”), which
defines fair value, establishes a framework for measuring fair value and expands disclosures about fair value
measurements. More specifically, this statement clarifies the definition of fair value, establishes a fair valuation
hierarchy based upon observable (e.g. quoted prices, interest rates, yield curves) and unobservable market inputs,
and expands disclosure r'equiremcms to include the inputs used to develop estimates of fair value and the effects of
the estimates on income for the period. This statement does not require.any new fair value measurements. This
pronouncement is effective for fiscal years beginning after November 15,2007, and interim periods within those
fiscal years. We are in the process of evaluating the impact, if any, the adoption of SFAS No. 157 will have on our
financial statements.

In September 2006, the FASB ratified the Emerging Issues Task Force's (EITF) consensus on [ssue 06-4,
“Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life
Insurance Arrangements”, which requires entities to recognize a liability and related compensation costs for
endorsement split-dollar life insurance policies that provide a benefit to an employee that extends to postretirement
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periods. The ]lldblllt)’ should be recognized in accordance with SFAS No. 106 “Employers Accounting - for
Postretirement Beneﬁts Other Than Pensions”, based on the substantive agreement, "with the employee. This Issue is
effective for.us beginning January 1, 2008. The Issue|can be applied as either (a) a change in accounting principle
through a cumuldtwe-cffect adjustment to retained earnings as of the begmnmg of the year of adoption, or (b) a
change in au,ountmg principle through retrospective : |appllcatlon to all periods. We are in the process of evaluating
the impact, if any, the adoption of Issue 06-4 will have on our financial stalemcints

In Septuﬁber 2006, the FASB ratified the Emérging [ssues Task Force’s|(EITF) consensus on Issue 06-5,
“Accountmg for Purchases of Life Insurance — Detérmmmg the Amount that Could Be Rea]:zed in Accordance
with FASB Technical Bulletin.No. 85-4, “Accoummg for Purchases of Life lnsurance” FASB Technical Bulle-
tin No. 85-4 requlres that assets such as bank owned Ilfe insurance be carried at thelr cash surrender value (CSV) or
the amount that could be realized, with changes in CSV reported in earnings. Issqe 06-5 requires that a policyholder
consider” any additional amounts (e.g. claiins stabilization reserves and deferred acquisition costs) included in the
contractual terms.of the policy in determining the amount that could be realizéd under the insurance contract.
Certain life insurance contracts provide the policyhlolder with an amount that', hpon surrender, is greater if all
individual policies are surrendered at the same time rather than if the policies {vére surrendered over a period-of
time. The lssue reqmres that policyholders determm{e the amount that could b(l reallzed under the life insurance’
contract assuming the surrender of an individual- llfe by individual:life pol:cy This Issue is effective for 'us
beginning January 1, 2007. The Issue can be app]ultd as either (a) a change in'accounting principle’ through a
cumulative-effect adjustment to retained earnings as!of the beginning of the year of adoption, or (b) a change in
accounting prmcnple through retrospective application to all periods. We are 11} process of evaluating the impact
upon adoption and do not anticipate that the adoption of Issue 06-5 will have a material impact on our financial
statements, ‘

r
. ’ |
NOTE 2 — DFF INITIVE AGREEMENT TO ALQUIRE PRAIRIE FINANCIAL CORPORATION

i . ) . .

On October 5, 2006 we announced that we had emered into a definitive agreement to acquire Prairie Financial
Corporation of. &Brldgewew Hlinois (“Prairie™). Prairie is a privately held, 15- yE:ar old community bank with five
offices in the CthﬂgO Metropolitan Statistical Area Under the terms of the mt,rger agreement, which has been
unanimously approved by our and Prairie’s boards of dlrectors each share of Pralrle stock will be converted into the
rlght 1o recelve 5.914 shares of our common stock |and $65.26 in cash. The r'nerger consideration is subject to
reduction if Prame does not make a Sectlon 338(h) elecnon for tax purposes. Theln%erger consideration is equivalent
to $220.09 perlshare of Prairie common stock or $1 17 200 in total, plus approximately $4,000 to buy out existing

options. : _ !
i, .

The lransz:i_clion is expected to close early in the s’econd quarter of 2007, subje'cl to Prairie stockholder approval

and other custo‘ma.ry closing conditions. Based upon financial data for us and Prairie as of December 31, 2006, the
combined company w1ll have approximately $3, 2001000 in total assets, $2,400'000 in deposns and $2,200,000 in
loans. : g -
| ' ‘ v

' -

NOTE 3. ‘E}:\RNINGS PER SHARE ' : ;
| i

Basic earnings per share is computed by leldlng net income (loss) for |the year by the weighted average
number of shares outstanding. Diluted earnings per share is computcd as above| adjusted for the dilutive effects of
stock options and resmcled stock. Welghted average|shares of common stock have been increased for the assumed
exercise of stock options with proceeds used to purchase treasury stock at the average market price for the period.

| 62 ;
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The following provides a reconciliation of basic and diluted earnings per share:

PRI - S « . -z Forthe Year Ended December 31,
Sl LT T e T 2008 2004
Netincome (10SS). . ... vn i ie i e e 3 19547 $ 27,299 % (6,620)
Welghted average shares outstandmg — Ba51c ..... 17,546,260 17,381,682 17,318,299
Stock option adjustment. . . ... ... .. . S L.t 99,820 54,759 -
Restricted stock adqutment ................... 12,381 31,102 .o ot
Avefage shares outstanding — Diluted”. . .. ... .. . . 17,658461°  17.467,543 17,318,299
Earnings per share-Basic. . . ... ... oereneenn... $ LIl $ . 157 . $,  (038)
Effect of stock options and restricled'share_s ....... ) — (0.01) =
Eamings per share - D:luted R ¢ $ LIl % 156§ T (0.38)

Options to purchase 180 946 shares, 625,113 shares, and | 058 281 shares were outstandmg at Decembcr 31,
2006, 2005 and 2004, respectively, were not included in the computation of net income per diluted share because the
exercise price of these options was greater than the average market price of the common shares, and therefore, the
effect would be antidilutive. ) -y .

Average shares outstanding were used in calculating both basic and dituted earnings per share for 2006 and
2005. In a loss situation, as was experienced in 2004, the effect of any stock options or restricted stock would be
antidilutive, For 2004, the antidilutive amount of the stock opnons was 63,777 shares and the restricted stock was
17,585 shares. _ - - poa

»
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NOTE 4. SECUR[TIES

On Decertllber 31, 2006 and 2005, all of our securimes were available for sale, Amomzed cost, market value and
the related gross unrealized gains and losses recognized in accumulated other comprehenswe income (loss) of
securities were as follows:

Gross Unrealized Gross Unrealized

' . Amortized Cost Gains Losses, Fair Value
December 31, 2006: - . : . .
U.s. Govelmmem agencies ..~., $ 16,175; $ 24 $ 34 516,165
Mortgage ~backed securities . . . . 135,885 265 ’ 2,520 133,630
Collateralized Mortgage : o '
Obhgatmns ............. : 322,666 © 68 ‘ 9317 + - 313417
-, States & polmcal subdmsmns. . 73,580 : 2,566 - 3 - 76,143
‘Other secgrmes ........ PR 74,924 560 _ 121 75,363
" Total . " coeelooo 0 8623230 7 $3483 $11995 3614718
Decembe'r;;31, 2005: ot ‘ : ‘ . ,
u.s. G!ovelimment agencies . ... $ 1,149 3 — b 30 5 Li19 -
Mongagelf—backed securities . . . 169,942 . 292 3,730 166,504
- Collateralized Mortgage - : - . ’ A
Obligations . . . .......... . 373,198 o 10,885 © 362,313
States & f);olitical subdivisions. . 82,415 2,935 _ 96 85,254
Other sec.?rmes ............. 64,595 1,605 360" 65,840
Total . .!: ................. $691,299 | - $4,832 $15,101 $681,030

!
The fair value of the securities as of December 31, 2006, by contractual maturity, except for morigage-backed
securities and c’ollalemh?ed mortgage obligations which are based on estimated average lives, are shown below.
Expected maturmes may differ from contractual maturltles in mortgage-backed securities, because certain
mortgages may ‘be called or prepaid w1tl_10ut_penalt|es.

Avallable for Sale Securities L . Fair Value
Due inoné yearorless. . ............... S P e $ 13,969
Due from one to five years. . . . . .. N AP e e e P L. 244,108
Due from :ﬁve LOLEN YEATS | o oo v vt e e ce e e e 261,749

. Dueaftertenyears. . ............... R U © 94,892
Total .f. ... ......... D A S S .. $614,718

Securities available for sale realized gains and (losses) are summarized as follows:
‘ : ) ‘ 2006 2005 2004

T e K '
Gross realized .gains ....... piee- oo P $597 $ 89 $5,635
Gross reali;zed BOSSES o v e e eeet e e (20 (1,621)  (i,158)

Total . e T $577  $(1,532) § 4477
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Securities with unrealizéd losses at December 31, 2006 and 2005, aggregated by investmént category and

length of time the individual securities have been in a continuous unrcahzed loss posmon are as follows:
Ve B ‘ ' = T .f

Less Than 12 Months 12 Menths or More Total
—_— . Unrealized Unrealized Unrealized
Decettber 31, 2006 . . Fair Value Losses Fair Value Losses Fair Value Losses
U.S. government agencies ....... $10,106 $19 ..% 83 % 15, 851091 .% M4
Mortgage-backed securities ... ... 1,365 ; 4,.- 4 116,439 , 2,516, , . 117,804 2,520
- Collateralized mortgage - . - Castea .
obligations . . . .. e 13,793 - 105 .293,903 9,212 307,696. 9,317
State & political subdivisions . . . . . 99 1 143 2., 242 3
Other securities . . . . . e 5,038 6 _212i2° " 115 _ 26250 121
Total-.~ . ........ e e $30,401 $135 $432,532° $11,860 $462 933,  $11,995
T ' VH‘.::’IIF‘ e s
e Cd : Less Than 12 Months 12 Month s 'oF' More_ Total
ot . : Unrealized . Unrealized Unrealized
December 31, 2005 .y , Fair Value Losses Fair Value Losses Fair Value Losses
U.S. government agencies.. ... ... $ 830 $ 19 % 289 % 11§ L1198 30
Mortgage-backed sepurities o 69,997 1,267 84,899 2,463 154,8Q6 3,730
Collateralized mortgage o ' o ) . ' .
obligations. . . . . T L 83,213 1,381 279,100 © - 9,504 362,313 10,885
State & p_o!itiéal subdivisions. . . . . - 605 94 1507 & 2. 755 - 96
Other securities . .. ....... e 26,917 331 8,080 29 34,997 360
Total .........0...... P $181,562 ' $3.092 " $372,518 “$12,009  $554,080 ~ $15,101

We do not believe any individual unrealized loss in the securities portfolio represents other-than-temporary
imipairment. The factors we consider in evaluating the securities include whether the securities are backed by the
U.S. government or its agencies or the securities” public ratings, if available, and how that affects credit quality and
recovery of the full principal balance, the relationship of the unrealized losses to increases in market interest rates,
the length of time the securities have had temporary impairment, and our ability to hold the securities for the time
necessary to recover the amortized cost. At December 31, 2006, the market value of every security held by us was at
least 90% of the book value, with the differences being ‘primarily attributablé to changes in interést rates:

We regularly review the composition of our securities portfolio, taking into account market risks, the current
and expected interest rate environment, liquidity needs, and our overall interest rate risk profile and 'strategip' goals.

During the first quarter of 2005, we determined that two secufities, witha book value of $21,411, should be
treated as other-than-temporarily impaired; which resulted in a loss of $742-for that quarter. These securities were
sold in the second quarter of 2005. We also recognized an other-than-temporary impairment on four agency
perpetual preferred securities with a book value of $ 13 168 WhICh resulted in'a loss of $455 durlng the thlrd quarter
of2005 SRR

.o i . ,
S ‘ . ) . . . . \ v i

We have determined that there were no additional other-than temporary 'impairments associated with the

above securities at December 31, 2006. . . S Co T e
A i S, , [ .o [
At December 31, 2006 and 2005, the carrying value of securities pledged to secure public deposits, trust funds,
repurchase agreements and FHLB advances was $332,580 and $435,574, respectively. e TR
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NOTE 5. ' LOANS

A surr'lmary of loans as of December 31, follows:

R

2006 2005
Commercial C
Comuiercial, industrial and agricultural toans 1% ................. $ 568,841 § 572936 -
: Economic development loans and other obligations of state and ' '
political subdivisions ... ... ... .. . . .. . e 7,179 ;8,422
Lease financing . .............0 .. ... .... e 5,495 5,740
Total commercial ... -............. : ..................... 581,515 587,098' '
b . L ! .
Comiuercial real estate ! ’
Commercial mortgages . U A e e e 180,249 180,907
Construction and development . ........ o 260,314 186,177 -
i
Total commercial real estate . e 440,563 367,084
" Residential mortgages .. ..~ ... .. e e 436,309 447,250
Home eqUIty . .. ...t i R 132,704 135,685
Consumer loans. .. .......... Y 199,887 213,079
© Totalloans................. e 1,790,978 1,750,196 .
Less: unearned income. . .. .. .. Ceeee ; ..................... 2 4 -

Loans, net of unearned INCOMIE . . . . . . ... ...t ir i eennan $1,790,976  $1,750,192
A summary of non- performmg loans, mcludmg those classified as loans heid for sale as of December 31

follows: _ :

) ) . ' 2006 2005 2004
Nonaccrual . ......... .. ... o, s $8,625  $25,013- $17,971
90 days past due ........ [P EREEEEE R TR . 228 - 40 576
Total, non performmg Ioans ............................... $8.853  $25053  $18,547
The following table presents data on impaired loans.at December 31: : KT

' 2006 2005 2004
, lmpzured loans for which lhere is a related allowance fortoan, - - . - . - ; v

JOSSES « v vt et et e e e $ 338 $17.010 § 4,241
Impaired loans for which there is no related allowance for loan ) .

_losses ... .. e I A T, 2,316 8,109 13,730

Total 1mpaire(l loans .....7. el %2654 3525119 $17,971
Allowance for loan losses for lmpalred loans meluded in the . o

allowance forloan losses . ..., ... ..... . ... .. 0 et $ 233 $ 4380 % 2482
Average recorded investment in impaired loans . ............... 6,083 . 24378 19,224
Interest ‘income recognized from impaired loans . . .............1° 87 338 58 -
Cash basis interest income recognized from impaired loans .. ..... 13 134 109

L : R C " : . v ! ! .
There are nc unused commitments available on any impaired loans. .. ’
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The amount of loans serviced by us for the benefit of others is not included in the accompanying consolidated
balance sheets. The amount of unpaid principal balances of these loans was $290,284, $309,493, and $304,292 as of
December 31, 2006, 2005 and 2004, respectively.

NOTE 6. RELATED PARTY TRANSACTIONS

Integra Bank makes loans to its executive officers and directors and to companies and individuals affiliated
with officers and directors of Integra Bank and us. The activity in these loans during 2006 is as follows:

. . . , . . 2006 ;005
Balance as of January 1 .. .............. e NN Lo $1233 83,225
Newloans................... e e e 1,852 1,710
Repayments . . . .. .......... e e o e (1,108) (2,209
Director and officer changes. . . .......... .. .. ... ... ... ..., FEREEE 1,405 (1,493)
Balance as of December 31 ........... g AU $3382 $1233 .
The balance of related party deposits as of Decémber 31. . ... ... .......... $9,822 $6,797
) .
NOTE 7. ALLOWANCE FOR LOAN LOSSES . S . e
Changes in the allowance for loan losses were as follows during the three years ended December 31:
2006 2005 2004

Balance at beginning of year. . . .. ................ e $ 24,392  $23,794  $25,403
Loans charged to allowance ................ .. ... . ..., (25,341) (6,618) (4,858)
Recoveries credited to allowance ............... R 1,810 1,452 72,3]9
Netcharge-offs, ... ... ... ... ... ... ... .. ... . . (23,531 (5,166) (2,539)
Provision for loan losses. .. ........ ... ... ..ol 20,294 3,764, 1,305
Allowance related to leans sold. . ................ ... .. ... —_ _— (299) .
Reclassification of allowance related to unfunded commitments to - '

other liabilities . . .......... ... it I C. — — (76)

Balance at end of year. . ... e $.21,155  $24,392  $23,794

Total charge-offs include the charge-off of a $17,749 lending relationship to one borrower, which consisted of
two loans to a charter airline and two to its majority owner.

-,‘ L¥]

NOTE 8. PREMISES AND EQUIPMENT
S
Premises and equipment as of December 31 consist of: [ .

| 006 _ 2005

Land ......ooo.... e i $7232 $7232
Buildings and lease improvements. .............. e FRREEREEES 62,876 63,218
EQUIPIENt . . . .o oottt ettt et e 21928 23,009
' Construction in progress . ........ ..................... e '_ 9938 1,790
-Totalcost . ............. e e R S o, '93034 95,249
Less accumulated depreciation . ................ e e 46,877 45,143
Net premises and equipment . ... .........c. ot rnneanean e 346,157 "$50,106
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v Depreciation and amortization expense for 2006, 2005 and 2004 was $4,155, $4,226 and $4,240 respectively.
ARSI B S . R L :
1

NOTE 9. INTANGIBLE ASSETS

December 31, 2006 ' December 31, 2005

. ©oa 1 Gross ¢ Net Graoss 20 Net
i , ~ Carrying Accumulaled Carrying Carrying Accumnlated Carrymg.

T Amount  Amortization  Amount Amount  Amortization' Amount

l r

Goodwill (Non-amortizing) . ... $44,491 $. — $44,491 $44.49] 5 —  $44491
Corc deposits (Amortizing) . . .. 17,080 - '(10,248) 6,832 17,080 l (9,3135) 7,765
Total intangible assets . ... ... $61,571 $(10,248) $51,323 $61,571  $(9315)  $52.256

Amortization expense for core deposit intangiﬁleé for 2006, 2005 and 2004 was $933, $933 and $1,612,
respectively. Core deposit intangibles amortize over varying periods through 2014. Goodwill decreased by $348 in
2005 as a result of the sale of the West Kentucky Insurance subsidiary. There were no valuation impairments for
goodwill or core deposit intangibles for 2006 or 2005.

Estimated_intangib]e asset amortization expensg for each of the succeeding years is as follows:

Year Ending Dec;elnber 31,

2007 .. ... e e $ 933
2008 o\t T 933
2009 1. O S 933
2010 e e 933
2011-....°. o e S SU 933
Thereafte[.............' ................................................ 2,167

.

NOTE 10. MORTGAGE SERVICING RIGHTS

A sulnxflary of capitalized MSRs at December '31, which are included in other assets follows: '

ot - 2006 ° 2005 2004
Balance at beginning of year .. .. ......... L o e $‘2,5§8" '$2:806 $2,744
Amount capitalized . . ... ... ... . e » 230 . 573. 751
Amount amortized .. ... ... .. ... ... ! S e {813) ..(7?.1) (689)
Change in valuauon allowance. . .......... P — — —
Balance at end of YA L e $2,005 $2,588  $2,806
Falr Market Value. .. .. e e . $ 3,2713 $3,590  $3,154

- n
[

An increase in prepayment speeds of 10% and 20% may result in a decline in fair value of $85 and $165
respectively, The effect of a variation in a particular assumption on the fair value of the MSRs is calculated
independently without changing any other assumption. In reality, changes in one factor may result.in changes in
another (for example, changes in mortgage interest rates, which drive changes in prepayment rate estimates, could
result in changt.s in the discount rates), which might magnify or counteract the semtuvmes There was no valuation
reserve at December 31, 2006 or 2005.
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NOTE 11. DEFPOSITS - - o - g o

As of December 31, 2006, the scheduled maturities of time deposits are as follows:

2007 © v e -$674,755
2008 ............. e et 165,539
2009 ...... e e e e 40,010
2010 ... .. e e e e e e e 11,903
2011 and thereafter. . . . ... . .. . e e e .. 14,514
B o] P e $906,721

We had $1A28,793 in brokered depoéits at December 31,_2006 and $72,564 at December 31, 2005..

NOTE 12. INCOME TAXES .
The compoﬁents of inceme tax expense for the three years ended December 31 are as follews:
: 006 2005 2004
Federal: o . .
C_l_lrrent. et e e e e e e e $5874  $1,205. $ (2,988)
Deferred . ... ... (3,227)' 6,261 (9,379)
o T e L 2647 7466 (12.867)
State: . ‘
CUITENL . . oot e et et e e e e e SR $ .— $ 781 - $.1,389
Deferred . ... it e e e e e e (232) (368) _ (3;313)
Total .......... e @) a3 (94
Total income tan(es (benefit) . e .. $2415 $7.879  $(14,791)

The portion of the tax provision relating to net realized securities gains.or losses amounted to $234, $(62 1) and

$1,814 for 2006, 2005 and 2004, respectively.

A reconciliation of income taxes in the statement of income, with the amount computed by app]ymg the
statutory rate of 35%, is as follows: .

) 2006 » 2005 ¢ 2004
Federal income tax computed at the statutory rates. . . . . . AP $7.687 812,313 - § (7494)
Adjusted for effects of: : .
Tax exempt interest . . . ..., ..., ... e e e (1,475) 1,761y .,  (1,939)
Nondeductible EXPEMSES. . . v v e et ine s, e 241 221 . 321
L.ow income housmg credit ....... ... ... ... ... ... C(2,389) L(2,510) (2,625)
Cash surrender value of life insurance policies .. . ........... . (758) . (822, - (542)
Dividend received deduction . . . .. .o vinen i e (215) @215) (253
State taxes, net of Federal benefit ............ e e (151 80? (1 ,251)
Other differenices. . .. ... ... 1 . .. .. .. . .. Lot (525) {154) (1,008)
" Total incqme.la:{es ..... L P . DT | 2,41'5" $ 7.879 $(14,791) '
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The tax cf;fecls of principal temporary differences are shown in the following table: ~ "%
;, ) ] December 31,
O ! : S ! 2006 2005
Adjustment to initially apply SFAS No. 158 ... ... . $ 512§ —
' Allowance forloanlosses...:............ L e - 14,012 9,004
Altemanve minimum tax credit carryforward. ’ i e 2,994 3,545
Low ‘income housing tax credit carryforward . .I e P 9,544 9,473
Net operaiing loss carryforward . .......... l ....................... 2,141 - 2,387
Unre_alized loss on securities available for salel ....................... 3,433 4,154
Other, Met. . ..o e e b 1,109 1,919
Total deferred tax assets ... ..., ... .. b FER L 33,745 130482
Direct ﬁlféncing and leveraged leases .. . .. . | ....................... (4, 661) (5,228)
Fair value adjustments from acquisitions . . . . *' ....................... . (552) - {648)
FHLB dividend .-y S e e (1518) , (1,582)
Goodwﬂl and core deposu 1ntangibles. e e (1,025) (455)
Mortgage serwcmg nghts e l ....................... (743) (959)
Partmership income. ... ... ..o b, (1,609)  (1,148)
Premises and equ1pmem o . f e e (4,557)  (4,634)
Total d'eferred tax liabilities. . .. ... ... .. b [ (14,665) (14,654)
" Net deferred tax asset . . .............. R $ 19,080 $ 15,828

l.

At December 31, 2006, we had state net operating loss carryforwards of $38,277 which begin to expire in 2022,

Our low income housing tax credit carryforwards also begin to expire in 2022. Our alternative minimum tax credit
carryforwards do not have an expifation date.

We ha;ve‘li:letcnnined that no valuation allowance is required with respect to the deferred tax assets.

NOTE 13. SHORT-TERM BORROWINGS SR

Infomatibn concerning short-term b()rr()wingss at December 31 were as follows; !
: ' d . . 2006 . 2005

Federal finds purchased Sy T s ... $45700  $ 44,400
Secumles sold under agreements to repurchaslc .............. ceea 131,818 117,263
Short- term Federal Home Loan Bank advance‘s R TR . 40,000, 40,000

Total §h0n‘tenn borrowed funds. .. ... 0. ..o $217,518 . § 201,66
A su'mmiiry of selected data related to short-term borrowed funds follows: -
Average amount outstandmg ....... e Lo e e $178,976  $167,443
Maxlmum amount at any month-end . ." . .. L 217.518 227,889
V\_f‘elghtcc'l avérage interest rate:  ° ' K v A

During year......... P A R 4.79% 3.51%

BAd of yedi .0t L AU O s;% o 378%

# .
At Decegnber 31; 2006, we had $364 300 avallable from unused federal funds purchased lines. In addlllon we
have an unsecitred line of credit dvailable which permns it to borrow up to $15,000. At December 31, 2006, $15,000
|

I
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‘‘‘‘‘‘

remzuned available for future use. At December 31, 2006, we were in compliance, with all debt covenants assoc1ated
with short term borrowmgs ‘with the exception of one, for Wthh a watver has been obtalned

. . v ' . . S L A ""s.'n,.'--'.. i f..' ot
NOTE 14. LONG-TERM BORROWINGS ~ - <™ 7 oo 80 dl e it
. -Long-term borrowmgs at December 31 consnst of the following: ., , TP .k
M L ' ot R R oo ".' ‘ RTINS "'.'20("6.-' w 2005:‘--'u‘
- B R S R YR R O L T S L N At
Federal Home Loan Bank (FHLB) Advances o e .t ) e
thed maturity advances (welghted average | rate of 2. 64% and 2. 26% as of B PRI o o1
December 31, 2006 and 2003, respectively) .............ovuu.n.. $102 500 $215 000., ;
Amortizing and other advances (weighted average rate of 5. 55% and .
R 5.74% as of December 31, 2006 and 2005 respecttvely) DR e 30190 ’w 4, 931
- Tota] FHLB Advances .................... TR UL 105579 219,931
| P A

Securitiés sold under repurchase agreements with maturitiés at various dates

+ through. 2008 (weighted average fixed rate of 2.78% and 3. 85%-as of v L a0 T
-December 31, 2006/and 2005, respectively) 7. . oo vl st 75,000 -, 7160:000:. .-
- Notes payable, secured by equipment, with a fixed interest rate of. 7 26% P R )
due at various dates through 2012 . ... ........ ... ... ... Sl Lot 5817 v K6T3L
Subordinated debt, unsecured with a floating interest rate equal to three- . ., , . .0 9
month LIBOR plus 3. 2{)% " with a matunty date of Aprll 24, 2013 ..... . ,. 10,000 o 10,000

Subordlnated debt, unsecured wnth a floatmg interest rate equal to three- . Gy
month LIBOR plus 2.85%, with a maturity date of April 7, 20!4 e 4,000 4,000

: Floatmg Rate Capital Securities, with an interest rate equal to six- ~month

LIBOR plus 3.75%, with a- matunty date of July 25, 2031 and callable st et N
o effective July 25,2001 sl T LR Aowd et 18,557 118,557 -
- Floating Rate Capital Securities, with -an interést.rate equal to three-morith '+ =7 - AT RS
LIBOR plus 3.10%, 'with a maturity date of June 26; 2033 dnd-callable -+ "~ -tate WLt g
effective June 26, 2008 ......... IREERTEEEY e P e 35 568 e 35, 568
- Total long-term borrowings .............. PR $254 521 $454,787 0.

Aggregate maturities tequired on long-term borrowings at December 31,2006 are du¢ in-fiture tyear’s ‘as
follows: . -

$113 957
.. 67,301

Thereafic .o T e ds
’ Tota] pnnc1pal payments .......... P e e e e R $254,521‘

LM 3o

During the ﬁrst quarter of 2004, we prepand $467,000 in lnng term FHLB ﬂxed rate advances w1th an average
yleld of 6. 16% and a remajning average life of about 4. years. We also entered mto $294, 000 of new long -term
advances dunng the first quarter of 2004 as part of the balance sheet restructurmg, wlth an average | llfe of 2,6 years.

As a result of the prepayment of long-term FHLB advances we incurred debt prepayment expenses of. $56 998 in
2004, T ar

i . . ' - 4 Vo TP e [ - AP
. .

L E T B
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J
It
Included in Jong-term borrowmgs is $75,000 of I1atremal market repurchase agreements with ongmal maturity
dates of greatelr than one year. We borrow these funfds under a master reprchase agreement. We must mairitain
collateral with a value equal to 105% of the repurchaise price of the securities transferred. As originally issued, our
repurchase agreement counterparty had an option tp put the collateral back to us at the repurchase price on a

specified date

Also mcltlded in long-term borrowmgs are $IO|5 579 in FHLB advances to' fund investments in mortgage-
backed securmes loan programs and to satisfy certain other funding needs. We must pledge collateral in the form of
mortgage- baekled securities and mortgage loans to secure these advances. At December 31, 2006, we had an
adequate amount of mortgage-backed securities and mortgage loans to satisfy the collateral requirements asso-
ciated with thesie borrowings. At December 31, 2006, the amount of the mortgage loans pledged as collateral totaled
$3108i7. ") - - :

In June 2003 we issued $34, 500 of ﬂeatrng rate caprtal securities with a vanable interest rate of 3.10% plus
3-month LIBO'R lssuance costs of $1,045 were paid|by us and are being amortized over the life of the secunties.
The securities mature in 2033. We have the nght to|call these securities at par effective June 25, 2008.

1

In July 2001 we issued $18,000 of ﬂoatmg rate capital securities with a variable per annum rate equal to six-
month LIBOR i)lus 3.75% with interest payabie sermlannual]y The issue matures on July 25, 2031. Issuance costs
of $581 were paid by us and are being amortized over the life of the; secuntres We have the nght to call these
securities at par effective July 25, 2011 -

The prmcrpal assets of each trust subsidiary are our subordmated debenture‘; The subordinated debentures
bear interest at the same rate as the related trust preferred securities and mature on the same dates. Our obligations
with respect to the trust preferred secuntres constltute a full and uncondrnonal guarantee by us of the trusts’
obligations wrth respect to the secur1t1es

' Subject to 1(:erta.m exceptions and lrmltatlons, we Irnay, from time to trrne, defer subordinated debenture interest
payments, which would result in a deferral of distribution payments on the related trust preferred securities and,
with certain. exieeptmns prevent us’from declaring l)r paying cash distributions on our common stock or debt
securities that rank junior to the subordmated debenture

At December 31, 2006 we were in compliance with all debt covenants assoc1ated 'with our long-term

borrowings. : '; i

NOTE 15. - SHAREHOLDERS’ EQUITY

Each share of our common stock has a stock purchase right attached. Each right entitles shareholders to buy
one ene-hundredth of a share of preferred stock at ajpurchase price of $75.

The nghts generally will be exercisable only if a plerson or group acquires 15% or more of our common stock or
commences a tender oor exchange offer which, upon consummation, would result in a person or group owning 15%
" or more of our common stock, In such event, each right not owned by such person or group will entitle its holder to
purchase at the then cutrent purchase price, shares of cbmmon stock (or their equivalent) having a value of twice the
purchase price. Under certain circumstances, the rlghts are exchangeable for shares or are redeemable at a price of
one cent per. nght The rights will expire on July 18 2011.

On September 15, 2004, we executed an amendment to the rights agreement. The amendment amended the
rights agreement to eliminate the continuing dlrectlor or so-called “dead-hand” provisions. Previously, these
provisions prevented us from takrng certain acuons under the nghts agreement {(such as amending the rights
agreement of, m some cases, redeeming the nghts) without approval from a majority of the “continuing directors.”
“Continuing director” was defined generally to mean any director of ours who was not an Acquiring Person or an
Affiliate or Asspciate of an Acqumng Person {as those terms are defined in the rights agreement) and who either
(1) was a dlmctbr on July 18, 2001, or (2) subsequenlly became a director and whose nomination for election or

I :
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election was recommended or approved by a majority of the continuing directors then s:arving on the Board of
Directors. As a result of the amendment, actions which previously required approval by a majority of the continuing
directors now instead require approval solely by our Board of Directors.

!.' , ' [ .

NOTE 16. REGULATORY MATTERS

Integra Bank is required by the Board of Governors of the Federal Reserve System to maintain reserve
balances in the form of vault cash or deposits with the Federal Reserve Bank of St. Louis based on specified
percentages of certain deposit types, subject to various adjustments. At December 31, 2006, the net reserve
requirement totaled $7,866. The Bank was in compliance with all cash reserve requirements as of December 31,
2006. :

We and Integra Bank are subject to various regulatory capital requirements administered by federal and state
banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly
additional discretionary actions by regulators that, if undertaken, could have a materially adverse effect on our
financial condition. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, a
bank must meet specific capital guidelines that involve quantitative measures of assets, liabilities, and certain off-
balance-sheet items as calculated under regulatory accounting practices. Capital amounts and classification are also
subject to qualitative judgments by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require us and Integra Bank to
maintain minimum amounts and ratios (set forth in the following table) of total and Tier | capital (as defined in the
regillations) to risk-weighted assets (as defined), and of Tier 1 capital (as defined) to average assets (as defined). As
" of December 31, 2006, we and Integra Bank met all capital adequacy requirements to which we were subject.

As of December 31, 2006, the most recent notification from the federal and state regulatory agencies
categorized Integra Bank as well capitalized. Integra Bank must maintain the minimum total risk-based, Tter 1 risk-
based, and Tier | leverage ratics as set forth in the table. There are no conditions or events since that notification that
management believes has changed the categorization of Integra Bank.

The amount of diviciem;ls which our subsidiaries may pay is governed by applicable laws and regulations. For
Integra Bank, prior regulatory approval is requiréd if dividends to be declared in any year would exceed net earnings
of the current year (as defined under the National Banking Act) plus retained net profits for the preceding two years,
subject to the capital requirements discussed above. As of December 31, 2006, Integra Bank has $29,570 of retained
earnings available for distribution in the form of dividends to the holding company without prior regulatory
approval. )

. - . N . .
e . o . e v
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The foliowmg table presents the actual capital amounts and ratios for us, on a consolidated basis, and Integra
Bank: . |

St

| .
| Minimum Ratios for = ' Cah;llrjlllml:::?los I
Capital to be Well
. ; Actual Adequacy Purposes Capitalized
|' ! . Amount Ratio Amount . Ratio - Amount Ratio
" As of December 31, 2006 ' '

Total Capital .(to Rnk Weighted Assets) ‘. _ L ‘ . ‘
Consofidated ... 7. ... ... T $258313 . 1251% $165171 .800%. - N/A  N/A
Integra Bank ........... U 245337 11.91% 164,755 8.00% 205944  10.00%

Tier | Capnal (to Risk We1ghted Assets) : | . C e
Consohdated ..................... .o $223053  10.80% $ 82,586 4.00% N/A . N/A
Integra. Bank ....... Yo, PR . ;224,077 ' 10.88% 82,378 4.00% 123,567 - 6.00%

Tier 1 Capltal (to Average Assets) o S _ R ‘ '
Consohdated e L $223 053 8.42% $105901 4.00% N/A N/A
Integra Bank ... ... ............. L 24077 849% 105610 400%. 132012 5.00%

As of December 31 2005

Total Capltal\ (to Risk Welghted Assets) ‘ ' ' ‘
Consofidated .......".............. $261831  1315% $159334 800% NA NA
Integra Bank .................... .. 251,636 12.66% 158992 8.00% 198,740 10.00%

Tier | Capltal (to Risk Welghted Assets) l ,

' Consohdated ............. e $223343  11.21% $ 79,667 4.00%. N!A N/A
Integra Bink .......... I e 127,148 1143% 79496 . 400% 119244  6.00%

Tier 1 Capltal (to Average Asscts) ‘ Do : . S
Consolidated . ... . R e ($223343  833% $107,191 4.00% . NA N/A
lntegra Bank T . 1227,‘1,48 ‘8.56% 106,104 4.00% 132,630 5.00%

NOTE 17. , STOCK OPTION PLAN AND AWARDS S .

“Our 2003 Stock Option and Incentivé Plan currently reserves shares of common stock for issuance as incentive
awards for our dn‘ectors and key employees. Awards!may be incentive stock options, non-qualified stock options,
restricted sharcs performance shares and performance units. Qur 1999 Stock Option and Incentive Plan provided
for incentive stock options and non-qualified stock optlons All options granted under the current plans or any
predecessor, are required to be exercised within ten years of the date granted. The exercise price of options granted
under the plans cannot be less than the market valuelof the common stock on the date of grant. At December 31,
2006, there were 115,779 shares available for the granting of additional awards under these plans.

In 1999, “lze also granted non-qualified options io purchase 31,500 shares of common stock at an exercise price
of $25.83, outside of the plans, in connection with qlc employment of our Chairman and CEQ. Such options are
vested and must be exercised within ten years. At December 31, 2006, all 31,500 options remained outstandmg
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A summary of the status of the options granted under the plans as of December 31, 2006, 2005 and 2004, and
changes during the years ending on those dates is presented below:

' . 2006 : - 2005 N e 2004
e ; L . Weighted : . “Weighted - , . . Weighted -
Average ) Average ) Average
' Shares ‘ Exercise Price *  Shares Exercise Price Shares  Exercise Price

Options outstanding; beginning | , 7
ofyear ................ 1,320,553 $21.44 1,227,652 $21.10 1,086,377 $21.20
Options granted ........... 259,106 23.17 300,154 21.67 304,772 2045
Options exercised . . .. ... ' .- (291,999 20.57 71,723y . 1810 (38,648) 18.82
Options forfeited or expired . . (21,149) 26.34 (135,530) 20.70 (124,849) 21.07

Options outstanding, end of ‘ o |

YEar . ... 1,266,511 $21.91 1,320,553 $21.44 1,227,652 $21.10

Options exercisable......... . 1,016,322 1,320,553’. 7 584,038

In December 2003, the Compensation Committee of the Board of Directors approved the accelerated vesting
of all currently outstanding unvested steck options awarded to recipients under the plans effective December 19,
2005. The decision to accelerate the vesting was made primarily 1o reduce non-cash compensation expense that we
would have recorded in our income statement in future periods upon the adoption of SFAS No. 123(R) in January
2006. These options were previously awarded to executive officers and employees. All other terms and conditions
appllcable to such options, including the exercise prices and exercise perlods remained unchanged

As a result of this action, optlons to purchase up to 541 941 shares of common stock became exermsab]e
immediately. Without the acceleration, the options would have vested on dates ranging from January 21, 2006 to
August 17, 2007. . . -

Smce we accounted for our stock optlons prior to 2006 in accordance with APB Opmlon No 25, the eliminated
future compensation expense, related to the affected options is included as mcreased compensatlon expense of
-$1,222 and is included in Note | as a pro- -forma disclosure. Under the” mtrmsnc value provision of APB
Opinion No. 25, we expensed $20 as a result of this acceleration. Based on our closmg stock price on the date
the acceterated vesting took place, 47% of the total options immediately vested had prices below the closing market
price, resulting in the $20 of compensation expense.

As of Deccmbcr 31, 2006 there was $703 of total unrecognized compcnsatlon cost related to nonvested stock
optlons granted under the plans. The cost is expected to be recognized over a welghted average period of 2.5 years.

* During 2006, 291,999 stock options with an intrinsic value of $1,155 were exercised. We received $6,005 for
these exercises and approximately $416 of tax benefit was realized.

The following table summarizes information about stock options that were outstanding at December 31, 2006:

’ Weighted Average Weighted

Weighted Average Aggregate Remaining Average  Aggregate

Number Exercise Intrinsic Contractual Life Number Exercise  Intrinsic
Range of Exercise Price Outstanding Price Value (In years) - Exercisable Price Value
$17.00-2000 ...... 283,232 $18.28 - $2,616 6.1 283,232 $18.28 2,616
2001 -2350 ...... 824,383 21.92 4,621 7.4 598,194 21.56 3,563
23.51-2650 ...... 117,200 25.72 pAN| 4.2 93,200 25.56 183
2651 -38.00 ...... 41,696 35.79 N/A 13 41,696 35.79 N/A
1,266,511 $2191 $7,448 @ 1,016,322 $21.60 $6,362
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.
The weighted average remaining contractual life on the exercisable options shown in the table above'is
5.9 years. ' : J . :

The 2003 plan also permits the award of up mi 300,000 shares of restricted stock. Prior to 2003, we made
awards of restricted stock outside of any plan. The shares vest equally over a three-year period. Unvested shares are
subject to certam restrictions and risk of forfeiture by the participants. A summary of the status of the restricted
stock granled by us as of December 31, 2006, 2005 and 2004, and changes during the years endmg on those dates is
presented below

‘ 2006 2005 2004

X Shares Shares "Shares
Resmcled shareb outstanding, begmmng ofyear ............. 42,061 . 38,100 l 23,748
Shares granled ............ e f .............. 42,162 25,387 27,326

Sharesye;slted. D .. e (18,675) (14,260)  (11,222) -

- Shares. forfeited . ........ e R 1 .............. (2,683) (7,166) (1,752)
Restric'led'l'sha'res outstanding, end of year. . . ............... 62,865 42,061 " 38,100
: We:ghu,d average fair value per share at date of grant. ... ..... $ 2318 $ 21397 $ 2035
Compensanon expense (in lhousands) ....... o 377 352 T 239

‘We adopted SFAS No. 123(R) on January 1, 2006 using the prospective app]lcatlon method Consnstenl with
the provisions of SFAS No. 123, we recorded the fair value of restricted stock grants, net of estimated forfeitures,
and an offseltmg deferred compensation amount within stockholders’ equity for unvested restricted stock. To
comply with [h'e provisions of SFAS 123(R), we reclassn’ied the deferred compensation balance for grants issued
prior to 2006 under APB 25 to additional paid-in capltal on the consolidated balance sheet. As of December 31,
2006, there was $262 of unamortized restricted stock compensation related to nonvested restricted stock grants
awarded prior to 2006. Of this unamortized expense, $208 and $54 are expected to be expensed in 2007, and 2008,
respecuvely For restricted stock awards granted p|nor to the adoption of SFAS 123(R), we will continue-to
recognize- compensauon expense over the full vestmg perlod As of December 31, 2006, there was $432 of total
unrecognized compensatlon cost related to the nonvesled restricted stock granted after the adoption of SFAS 123(R).
The cost is expected io be recogmzed over a wengh}ed—average period of 2.5 years,

e
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NOTE 18. DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table réflects a comparisoh of the carrying amounts and fair values of our financnal mstruments
at December 3l R s S R C . : _

! 2006 2005

Carrying =~ Fair Carrying " Fair
Amount Value Amount Value

4

Financial Assets:

Cash and short-term investments ... ... © $- 69398 .3 69398 , $ 62,755 §. 62,755
* " Loans held forsale.. ... ' 1,764 © -+ 1,764 ' 522 - 522
Securities available for sale’ | . ... . UL U 614718 614718 C 681030 681,030 '
Regulatory stock. . . ................ 24,410 24410 33,102 33,102
Loans-net of allowance .............. 1,769,821 1,853,425 ° '1,725,800 1 790 512
Accrued interest receivable .. ... ... 15,295 15,295 13,376 13,376
Interest rate swap agieements . . . . . . APUR 747 $ 747 % 147§ 147
Financial Liabilities:
Deposits. .. ..., $1,953,852  $1,956,879 $1,808,503 $1,805.446
v . 'Short-term borrowings ... ..... ool 217,518 -0 217,702 201,663 ¢ 201,469
Long-term borrowings . .. .....,..... 254,521 262,280 454,787 - '459 498
Accrued interest payable ............. 10,176 9, 179 '{,gll .. 7, 81 1
Interest rate swap agreements . . ... ... . $ 396 § T 396 % 571y % (57l)

The above fa:r value information was derived usmg the, mformatlon descnbed below for the groups of
mstruments listed. It should be noted the fair values disclosed in this table do not represent fair values of all assets
and liabilities of ours and thus, should not be interpreted to represent a, market .or_liquidation value for us.

' ) - A

CASH-AND‘SHORT-TERM INVESTMENTS- ' o

. -

Cash and short-term investments include cash and due from banks, interest-bearing deposits in banks, short-
term money market investments, and-federal funds sold. For cash and other short- term investments, the carrying
amount is a reasonable estimate of falr value.

- LOANS HELD FOR SALE ' .

The fair values are based on quoted market prices of similar instrurnents. ‘
B . . 1

SE C URI TIES

For securities, fair value equals quoted market price, if avallable lf a quoted market price is not available, fair
value is estimated using quoted market prices for similar securities. Fair values for nonmarketable equity securities
are equal to cost, as there is no readily determinable fair value. The carrying amount of accrued interest receivable
approxlmates fair value. For regulatory stock, carrying value approximates fair value. The carrying va]ue of accrued
interest receivable approximates fair value.

ol .. . R

LOANS _ " i

iThe. fair" value ‘of loans is eslimated by discounting.expected future cash flows using market rates of like
maturity. The carrying value of accrued interest receivable approximates fair value.
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DEPOSITS - B Y YRr _ ;

The fair value of demand deposits, savings accounts money market deposits, and variable rate certificates of
deposit is the amount payable on demand at the repomng date. The fair value of other time deposits is estimated by
discounting future cashflows using market rates currently offered for debt with similar expected maturities. The
carrying amount of accrued interest payable approximates fair value.

I '

SHORT-TERM BORROWINGS ‘

The carrying amounts of Federal funds purchaséd and sweep accounts approximate their fair value. The fair
value of other short-term borrowings is estimated by discounting future cash flows using market rates with similar
terms and maturities. The carrying amount of accrued interest payable approximates fair value.

I : .
The fair value of long-term borrowings is estimated by discounting future cashflows using market rates with
similar terms and maturities. The carrying amount of accrued interest payable approximates fair value.

LONG-TERM BORROWINGS '

DERIVA TI VE INS TRUMENTS '

The falr value of interest rate swap agreemems is based on the amount expected to be recelved or paid to
terminate such agreements.

COMMITMENTS TO EXTEND CREDIT AND STANDBY LETTERS OF CREDIT

The fair v'alue of commitments is estimated USilllg the fees currently charged to enter into similar agreements,
taking into account the remaining terms of the agreements and the present creditworthiness of the counterpames
For fixed-rate loan commitments, fair value also cons1ders the difference between current levels of interest rates and
the committed rates. The fair value of guarantees and letters of credit is based on fees currently charged for similar
agreements or on the estimated cost to terminate them or otherwise settle the obligations with the counterparties at
the reporting date. All commitments and standby letters of credit reflect current fees and interest rates, making any
unrealized gains or losses immaterial. |

NOTE 19. COMMITMENTS CONTINGENCIFS AND CREDIT RISK -

We are commmcd under various operating leases for premises and equipment, Future minimum rentals for
lease commitments having initial or remaining non-cancelable lease terms in excess of one year are as follows:

Year Ending December 31,

2007 . -~ $ 2,003
2008 .ot o 1,668
2009 . . e 1,515
000 -t L i e 1,092
20011 SO At 998
Thcredftc'r ............... EE oo ' : R _ 7,634

o R T .$14.910

Rental expense for these operating leases totaled $1,911, $2 090 and $1.694 in 2006, 2005 and 2004,
respectively.

- . Mostof our business activity and that of our subsidiaries is conducted with customers located in the immediate
geographic area of their offices. These areas are comprised of Indiana, Illinois, Kentucky,; and Ohio. We maintain a

Ii?s
i
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diversified loan portfolio which contains no concentration of credit risk from borrowers engaged in the same or
similar industries exceeding IO% of total loans. )
lntegra Bank evaluates each credit request of their customers in accordance with established lending policies.
Based on these evaluatmns and the under]ymg policies, the amount of requ1red collateral (if any) is established.
Collateral held varies but may include negotiable instruments, accounts receivable, inventory, property, plant and
equipment, income producing properties, residential real estate and vehicles. Integra Bank’s access to these
collateral items is generally established through the maintenance of recorded liens or, in the case of negotiable
instruments, possession. | - - . o coo
Vel " -y . B . .

We are a party to financial instruments with off-balance sheet risk in the normal course of business to meet the
financmg needs of our customers. These instruments involve, to varying degrees, elements of credit and interest rate
risk in excess of the amount recogmzed in the balance sheet. The contractual or notional amounts of those
instruments ‘reflect the e;ttent of involvement we have in particular classes of financial instruments.
o T vy . T .-

Our exposure to credit loss, in the event of nonperformance by the counterparty to the financial instrument for
commitments to extend credit'and standby letters of credit, is represented by the contractual notional amount of
those'instritments. We use the sarie credit policies'in making commitments and conditionat obligations as we do for
other on-balance sheet instruments. Financial instruments whose contract’ amounts represent credit risk at
Décember 31, 200_6,‘ foIloyvs: - .

Ranges of Rates

L . . . s ° Variable Rate ' Fixed Rate ., Total on Fixed Rate .
) 7 - o . Commitment Commitment  Commitment Commitments
Commitments to extend credit . . .. . . $533688 . 336,733 $570,421 3.75% - 21.00%
Standby letters of credit ........., 15,259 2,276 17,535 0.00% - 9.00%

Commltments to extend credit are agreements to lend to a customer as long as there is no v1olatlon of any
condition established in the contract. Commitments generally havé fixed expiration dates or other termination
clauses and may require payment of a fee. Since many of the commitments are expected to expire without being
drawn upon, the total commitment amounts do not necessarily represent future cash requirements.

- Standby letters of credit, both financial and performance, are written conditional commitments issued by the
banks to guarantee the performance of a customer to a third party. Those guarantees are primarily issued to support
public and private borrowing drrangemeénts, including commercial paper, bond financing, and similar transactions.
The credit risk involved in issuing letters of credit is essentially the same as that involved in extending loan facilities
to cuistomers. We also have $2,380 of additional non-reimbursable standby letters of credit.

.0 Y . -

We and our shbqidiariex‘hare parties to legal actions which arise in the normal course of their business activities.
In the oplmon of managemenl the ultimate resolution of these matters is not expected to have a materially adverse
effect on the financial posmon or on the results of operatlons of us and our subsidiaries. ,

We previously reported thut the Internal Revenue Service, or IRS, has been examining our 2002 federal income
tax return, and that we filed an appeal with the IRS Office of Appeals. The IRS Office of Appeals completed their
re\fiew in December, 2006, which was favorable to us with respect to the mark to market issue.

rThe case is now subject to review by the staff of the Congressmnal Joint Commlttee on Taxation. Whnle the
staff can not directly modify the proposed results of the IRS examination, they will comment on those results. Based
on those comments, the IRS may change their position. Although the IRS examination will not be final until after
the Joint Committee staff completes their review, and assurance’ cannot be given as to the possible outcome, we
believe that our position accords with. the law and’customary practices in the banking industry. - <+, .«
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NOTE 20. llNTERl:,ST RATE CONTRACTS r . _

During 1he fourth quarter of 2004, we entered |hto an interest rate swap agreement with a $7,500 notional
amount to convert a fixed rate security to a variable rate. The interest rate swap requires us to pay a fixed rate of
interest of 4.90% and receive a vanable rate based on three-month LIBOR The variable rate recelved was 6.075% at
December 31, 2006 The swap exprres on or prior t6 .lanuary 5, 2016, and had a notional amount of $6 695 at
December 31 2006 l

- f - . . R . Lo '

During the first quarter of 2003, we entered into mterest rate swap contracts with a $75, 000 notional amount to
convert a portlon of our liabilities from fixed rate to vanable rate as part of our balance sheet management strategy.
A total of $25,000 of this notional amount matured durmg the first quarter of 2006, while the remaining $50,000
expired durmg the second quarter T ! '

‘ Durmg the second quarter of 2006 we mltlated an interest rate protectron program in which we earn fee
income, in order 1o provide our commercral joan customers the ability to swap from variable to fixed, or fixed to
variable mterest rates. Under these agreements, we pnter into a variable or fixed rate loan agreement with our
customer in addmon to a swap agreement. The swap agreement effectively swaps the customer’s variable rate to a
fixed rate or. v:ce versa. We then enter into a corresponding swap agreement with a third party.in order to swap our
exposure gn the variable to fixed rate swap with our customer. Since the swaps are structured to offset each other,

changes in market values, while recorded through the income statement, have no net earnings impact. .

During thei third quarter of 2006, we purchased a three year interest rate floor with a strike rate of 7.50% and a
notionat amount of $30,000 to hedge against the risk of falling rates on portions of our variable rate home equity
loan portfolro |T his floor is designated as a cash ﬂov«lf hedge, with any cumulative gain or loss being deferred and
reported as d component of other comprehensive i income. The hedge premium is being amortized to interest income
based on a schedule that matches the expense with the value of the instrument.

We are exposed to losses if a counterparty farls to make its payments under a contract in which we are in a
receiving status Although collateral or other eecurrty is not obtained, we minimize our credit risk by monitoring the
credit standmg of the counterpames We antlclpate that the counterparty will be able to fully satrsfy its obllgatlons
under the remammg agreement.

I . . - - ' i 1 T i
i .

NOTE 21." EMPLOYEE RETIREMENT P'LA;\{S

Substa'ntially all employees are eligible to contrlibute a portion of their pretax salary to a defined contribution
plan. We may make contributions to the plan in varying amounts depending on the level of employee contributions.
Our expense related to this plan was $1,046, $995 and 51,045 for 2006, 2005 and 2004, respectively. '

We also have a beneﬁt plan offermg po‘;tretlrement medical and life benefits. The medical pomon of the plan IS
contributory to the participants, while the life portronlls not. We have no plan assets attributable to the plan and fund
the benefits as- ClalITlS arise. Benefit costs refated to lhlS plan are recognized in the periods employees are provided
service for such benefits; Certain employees hired before 1978 who are age 55 with 5 years of service.and retire
directly from our company are ehglble fora medrcal plan premium reimbursement. Additionally, employees hrred
after 1977 who retire are able to stay in the medical plan until age 63, paying the same premium rates charged to
employees. 'Thrs generates a liability in that actual health insurance costs typically exceed the premiums paid. We

L . b
reserve the right to terminate or make changes at any time.
Rt

The 2006Lhcalth care cost trend rate is projected to be 9.0%. The rate is assumed to decrease incrementally each
year until it reaches 5.0% in 2014 and remains at that level thereafter. Increasing or decreasing the health care cost
trend rates by one percentage point would not have had a'material effect on the December 31, 2006, accumulated
postretu‘ement beneﬁt obllgauon or the annual cost of retlree health plans

‘The d1scount rate is used to determine the presént value of future benefit obligations and net periodic pensron
cost and is determined by matching the expected cash flows of the plan to a yield curve based on long-term; high
t
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quality. corporate bonds as, of the measurement date. The discount rate reflected in the financial statements was
5.50% for 2006, 6.00% for 2005 and 6.25% for 2004, .l

N

The following summary reflects the plan’s funded status and the amounts reflected on our financial statements.

Actuarial pfesent values of benefit obligations at December 31 are:

' e - - Postretirement "
3 ' ’ Benefits
. i 2006 2005
Change in Fair Valve of Plan Assets: ' ] _ )
Balanceatbeginningofyear ....... P $ — .5, ~
Actual return on plan ASSes . . .. ... ... — e
Employer contributions . . :....:...... ... ... ... ... U A 160 "133.
Beneﬁts patd net of rettree eontrtbuttons RN e e (160y , (133)
;,.-Balanceatendofyear.-.=....> ........... S $ =5 —
) Change in Accumulateld Projected- Beneﬁt Obhgatlon: o ‘ ‘ _ o  ‘ ‘ "
. ‘Balance at beginning of VORI LDl e e, S0 81874 $1.972
SEIVICE COSL. + v v\ ee vt eeernn e e e 99 113" .
Interestcosts.'_:..._h.._...r ....... , ......... e 29 1_12
. Actuarial (gams) losses . P P < & BN ¢ °11)
Benefits pald net of retiree contnbutlons ....................... e (160) (133) .
Balance at end of year R TP $2,247  $-1,874
Funded status. .......... e e e $(2,247)  $(1,874)
x Unrecogmzed pnor service cost . . e e — ' 233
Unrecogmzed net actuarial loss .:........ e e, . — 895
(Accrued)prepatdbeneﬁtcost $(2,247) ."$ ‘(746)
Amounts recognized in accurhulated other comprehensive income at December 31, 2006, on a pre-tax basm
include prior service cost of $198 and actuarial. tosses of $1,183. . . ¢
Components of-Net Periodic Pension Cost and Other Amounts Recognized in Net Income: R
' S 1, o o ‘ ‘ Postretirement Benefits
S ,,Hlt_,' e T , 2006 2005 2004
. . L .
 +Service cost —beneﬁts earned dunng the penod ..... P $99 $113  $103
Interest cost on projected beneﬁt obltgatton R S 99 1137 113
. Amortization of prior service COSLS . .vvvvnnnnnnn. peee e L 34 34 34
Amortization of net {gain) loss ... . ....... ... ... [ 47 63 67
* “Netperiodic cOSt. .o . e it e .. $279  $323 $317

. The estimated prior service costs and net loss for the plan that will be amortized from accumulated other
comprehenswe income mto net periodic. benefit cost over 2007 are $34 and $64, respectively.
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The follovrvmg table shows the future benefit payments net of reuree conmbuuons which are expected to be
paid during the following years:

Year Endlng December 31, - . . . ;

2007 o b $ 177
2008 .. K 158
2009 .t : ............................................................. 176
2000 . 184
2011 ... !.’ ............................................................. 199
Thereafter .......................................................... .. 1,051

NOTE 22 SEGMENT INFORMATION

‘We operate one reporting line of business: B'amkmg Banking services include various types ‘of dep051t
accounts; safe depos1t boxes; automated teller machines;, consumer, mortgage and commercial loans; mortgage
loan sales and § servicing; letters of ctedit; corporate cash management services; brokerage and insurance products
and services; and cornp]ele personal and corporate trust services. Other includes the operatmg results of the parent
company and 1[5 reinsurance subsidiary, as well asl|eliminations. The reinsurance company does not meet the
reporting criter‘lia for a separate segiment.

" The acf:ouir:rting policies of the Banking segmentlare the same as those described in the summary of significant -
accounting pohcres The following tables present selected segment information for the banking ancl other operatmg

units: Bt .

For the Year Ended . . ' .
December 31, 2006 Banking Other Total
Interest in:c;;om_e. U SRR s § 158,194 S 19§ 158393
Interest expense ............................... .. 70,326 5,761 ' 76,087
Net intereSt incorie ... ........... IS 87,868  (5.562), - 82,306
Provision lfor leanlosses................. ! I ........... 20,294 — 20,294

. Otherincome & ... ........ P 35,553 274 35,827
Other exp!ense .................................. o Ta662 1215 5871+
Eamings lliefore income taxes .. ......: e L., Cee .. 28,465 (6,503) 21,962
Income taixes (benefit) .................. ! R 4,878 (2,463) 2415
Net i mcome (loss)............. N DA $ 23,587 S$&,040) $ 19,547
SCEMENt ASSE(S .+ o1 el Lo $2672217  $12262  $2,684479

] ﬁ |
o
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For the Year Ended
December 31, 2005

Interest income. . . ... .. ... . ... ...

Net interest income .......... .
Provision for,10an [0SSes. . . ... .o ovuvinnrenn.
Otherincome . .. ... . ... . . . . i,
Otherexpense .................... [T

Earnings before income taxes .. ....,..............

Income taxes (benefity . .. ... ... ... .. .. ... S

For the Year Ended
December 31, 2004

Interest iNCOME. . ... oot
Interestexpense .. ......... . ... i,

Net interest iNCOME . % v .'v e i e e e e e eee e ees

Otherincome . ...............: S e ..
Otherexpense ........... ... ... ..iiiinn..

Earnings before income taxes .. .. .................
Income taxes (benefit) .. ................... Ca

Net 0SS .. f .

83

) Banking Other Total
$ 139997 $ 182 § 140,179
53,016 4,542 57,558
86,981 (4,360) 82,621
5,764 — 5,764
35,521 357 35,878
75,685 1,872 71,557
41053 . (5875) 35,178
10,030 (2,151) 7,879
$ 31,023 $(3724) $ 27299
$2,685.870 $22272  $2.708,142
Banking Other Total
$ 132,057 § 214 § 132,371
44,630 3,274 47,904
‘87,527 (3,060) 84.467
1,305 — 11,305
33,309 298 33,607
136,923 1,257 - 138,180
(17.392) (4,019 . (21,411)
(13,120)  (1,671) (14,791)
$ 0 (4272) S(2348) $  (6,620)
$2,732.901  $24,264  $2.757,165
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i
NOTE 23 FINANC]AL INFORMATION OF PARENT COMPANY

Condcnscd financial data for [ntegra Bank Corporauon (parent holdmg company only) follows

I .

Pl ~_'CONDENSED BALANCE SHEETS
: ‘ ’ | ' " December 3,
| . : 2006 2008
. | ASSETS T
Cashandcashequlvalents..............;...;..‘..............'. ........ $ 8036 § 6,581
Investment in banking subsidiaries’. ... ........ Fee e e L. 288,334 275,888
Investment in 6ther subsidiaries . ... .......... l .......................... v, 798 570
Securities avall]able forsale ....... N ‘ .......................... 1,625, ;1,625
Other asset$. ... ... ...... SO I .......................... 9,198 _ 7,084
TOTAL ASSEjTS ............. S il .......................... $307,991  $292,608
, N ‘ . LIABILITIES -
Long-term hoﬁ’owings ........ e e $ 68,125 . % 68,125
Dividends payable R U 3,025 2,794
Other liabilities ....©.............0........ e 1367 1591
Total liabilifies . . .. .. ... ceeeeneennnn. e 72517 72510
.ok . .
L . SHAREHOLDERS’ EQUITY .
Commion stock . ........... R U 17,794 17465
Additional ;pafd-in capital. . . . .. L L e 135,054 . - 127,980
Retained earnmgs ........................ l ..................... e 88,355 = 80,622
Accumulatcd othcr comprehenswe mcome (loss) { R R R (5,729 (5,969)
Total sharcholdcrs equity. { e 235474 220,098
TOTAL L[ABILITIES AND SHAREHOLDERS‘ EQUITY .........ciiiinan $307,991  $292,608
lh
i'
|
.
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INTEGRA BANK CORPORATION and Subsidiaries
Notes to Consolidated Financial Statements < (Continued)

« CONDENSED STATEMENTS OF INCOME.

Year Ended December 31,

2006 2005 2004
Dividends from banking subsidiaries . ... .............. e © 312,000 $12,000  $ 14,000
Otherincome ... ... ... ... .. i i i i 161 155 182
Total income. . . ................... e Toooloo. 12,161 12,155 14,182
Interest expense . ... ... .. i e 5,783 4,558 3.283
Other eXpenses . . ... ..ot i e e e 1,138 1,736 7 1,098
Total expenses. .. .........c.iuii.., ,' 6,921 6,294 . 4,381
Income before income taxes and equity in undistributed earnings of ) . . ,
l"subsidiarieg..-......‘..I..........._............7 ............. ..5.’,2-40 5,861 9,801
‘Income tax benefit . ... L T ... 2,506 2,195 1,701
[ncomé before eciuily in undistributed earnings of subsidiaries.. ... ........ 7,746 8,056 | 11,502
Equity in undistributed earnings of subsidiaries . ....... ... feee s o 11,801 19,243 (18,122)
Net nCOME (0SS} . . - -« + oo e $19,547 $27299  § (6.620)
Y |
i
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! INTEGRA BANK COR:PORAT[ON and Subsidiaries

Notes to Consolidated Fim,incial Statements — (Continued)

CONDENSED STATE;MENTS OF CASH FLOWS

! Year Ended December 31,

i
}h 2006

2005 2004

CASH FLOWS'FROM OPERATING ACTIVITIES l

$27,299 - § (6,620)

Net income (10§8) . . .. ...................... [ooeeenn $ 19.547
Adjustments to reconcile net income (loss) to net cash provided by
~operating activities: | _ o
Amortization' and depreciation. ... ........... e 154 160" 113
Employee beneﬁt EXPENSES . ..o, e 817 373 T 239
Excess distributions (undistributed) earnings of subsidiaries . ... ... .. (11,801)  (19,243) 18,122
1
Decrease in Qeierred TAXES. oo enie " .I. T {101) 84) - ° 79
(Increase) dei}rcase in Other assets . . .o oo v e e i . (1,303) 928 T7,304 -
(Decrease) increase in other liabilities . : ... ... | ................. (224) 424 © ' 470
Net cash filows provided by operating activitiesi ..... S - 7,089 9,857 13,549
CASH FLOWS FROM INVESTING ACTIVITIES f ' I
Proceeds from call of secunities. . . ... .......... R R EREREE — - 1,000 =
Net cash ﬂows provided by investing activities . R — 1,000 —
CASH FLOWS,FROM FINANCING ACTIVITIES l
Dividends pald:. e (11,583)  (11,144)  (13,698)
Net decrease in short-term borrowed funds ....... L. — — (4,000)
Proceeds frqm Ilong-term borrowings. . ... .. L I ................. —_ P — 4,000
Proceeds from exercise of stock options ......... L " 5,949 1,298 727
Net cash ﬂow?rs used in financing activities. . . . . . l ................. (5,634) (9,846) (12,9?])
Net increase in;cash and cash equivalents ... ..... l ................. 1,455 1,011 578
Cash and cash }:quivalents at beginning of year . . . | .................. 6,581 5,570 4,992
| .
Cash and cash equivalents at end of year. .. ..... ! ................. $ 8036 § 6581 $ 5570
i ' 1
+
i
: a
1 r '
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Ceo, |

There are no changes in or disagreemcnts wnh accountams on accountmg and ﬁnam:lal dlsclosures
P!

ITEM 9A, CONTROLS AND PROCEDURES . ‘ o

Based on an evaluation of our disclosure controls and procedures (as defined in Exchange Act-Rules 13a-15(e)
and 15d-15¢) as of December 31, 2006, our Chief Executive Officer and Chief Financial Ofﬁcer have concluded
that our disclosure controls and procedures were effective as of that date in timely alemng our management to
material informadtion required to be included in this Form 10-K and other Exchange Act filings.

Management’s report on internal control over financial reporting is set_forth on page 43 of this report.

There have been no changes in our internal control over financial reporting that occurred during the quarter.
ended December 31, 2006 that have matenially affected, or are reasonably-likely to materially affect our internal
control over financial repomng N

ITEM 9B. OTHER INFORMATION

During the fourth quarter of 2006, the Audit Committéé of the Board of Directors did not approve the
engagement of Crowe Chizek and Company LLC, our independent registered public accounting firm, to pérform
~ any non- -audit semces ‘This disclosure is made pursuant 1o Section lOA(l)(2) of the Securities Exchange Act of

.

1934, as added by Section 202 of the Sarbanes Oxley Act of 2002. '_ .

. I

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this Item concerning our directors, director nominees and corporate governance
principles is incorporated herein by reference from the definitive proxy statement for our 2007 Annual Meeting of
Shareholders, which will be filed with the Commission pursuant to Regulation 14A within 120 days after the end of
our last fiscal year. Information concerning our executive officers is included under the caption “Executive Officers
of the Company” at the end of Part 1 of this Annual Report.

ITEM 11. EXECUTIVE COMPENSATION 5

The information under the headings “Nominees and Continuing Directors — Director Compensation” and
“Compensation of Executive Officers” in the proxy statement for our 2007 Annual Meeting of Shareholders is
hereby incorporated by reference herein, :

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information under the headings “General Information — Security Ownership of Management and
Principal Owners” and “Compensation of Executive Officers — Equity Compensation Plan Information” in the
proxy statement for our 2007 Annual Meeting of Shareholders is hereby incorporated by reference herein.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE
The information under the heading “Transactions with Management and Related Persons” in the proxy
statement for our 2007 Annual Meeting of Shareholders is hereby incorporated by reference herein.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information under the heading “Audit-Related Martters — Information Concerning Principal Accounting
Firm” and “Audit-Related Matter — Pre-Approval Policies and Procedures” in the proxy statement for our 2007
Annual Meeting of Shareholders is hereby incorporated by reference herein.
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' I' L Yl ,yPART'IV p LT
ITEM 15 EXHIBIT S AND FINANCI/_%L SI‘ATFMENT SCHEDULES )
Documents Filed as Part of Form 10-K " :  o
1. Flnanglal Statements . VPR ot ‘ '
Y Réﬁbﬁ of Independent' Registered PubliciAccounting Firm  ~ - : "". '
(Iior:jsolitjia'te‘d Balan(.:e Sheets étif)ec_tf:mbcér 3 l,' 2006 and 2005 .. ) I . S

Consolidated Stateinents of Income for t}:ie years ended December 31, 2006, 2005 and 2004 -

]
o Conisolidated Statements of Comprehensive Income for the years ended December 31; 2006, 2005 and
2004 : A

Consolidated Statements:of Changes in S;hareholdcrs’ Equity for the years ended December 31,:2006,
2005 and 2004 ' ‘

“+ et
Consolldated Statements of Cash Flows for the years ended December 31, 2006 2005 and 2004 )
Notes to Consolidated Fmanc:al Statements . ‘ o

2. Schedules ey : . . R

" No schedules ire mcluded because they alre not appllcable or the required mformatlon 1s shown in, the :

e . 2y
financial statements or the notes thereto : :
]
)
3. Exhibits . Y v,
' |
Exhibit Index is on page 91. - e
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the dates
indicated. '

INTEGRA BANK CORPORATION

/s/ MICHAEL T. VEA

Michael T. Vea
Chairman of the Board, Chief Executive
Officer and President

Date 3/8/2007

/sf  MARTIN M. ZORN

Martin M. Zom
Chief Financial Officer; Executive' Vice
President Finance and Risk |

Date 3/8/2007 f : 3

fs/ MICHAEL B, CARROLL

Michael B. Carroll
Senior Vice-President, Controller

Date 3/8/2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Date
fs!/ SANDRA CLARK BERRY Director 3/8/2007
Sandra Clark Berry
Is/ ROXY M. BAAS Director 3/8/2007
Roxy M. Baas
/s/ H. RAY HOOPS Director . 37872007
H. Ray Hoops
fs/f GEORGE D. MARTIN Director 3/8/2007
George D. Martin '
/ss THOMAS W. MILLER Director ' . 3/3/2007

Thomas W. Miller
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/s RICHARD M. STIVERS

« Richard M. Stivers -

l.
/s/ ROBERT W. SWAN

ERobert W. Swan
l B -

/s/ - ROBERT D, VANCE

Robert D. Vance
!

/s/ 'WILLIAM E. VIETH

William E. Vieth
| )
/s)  DANIEL T. WOLFE

i Daniel T. Wolfe
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Director

Director

Director

Director

Date
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3/8/2007
31812007
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Exhibit .
Number

3(a)(i)
3(a)(ii);

3(a)(iii)

3(b) - -

4(a),

A(b)

10(2)*
10(by*
10(d)*
10(e)*
10(F)*

10(g)*

10(h)*
10y
10G)*
10(k)*
101

10(m)*

10(n)*

.to the Current Report on Form 8-K dated July 18, 2001)

EXHIBIT INDEX

t

l)escriptien of Exhibit

Restated Artle]es of Incorporatton (mcorporated by reference to Exhlblt 31w Form 8-A/A dated June 12,
1998)

.Articles of Amendment dated May 17, 2000 (mcorporated by reference to Exhlblt 3(a) to Quarterly

Report ( on Form 10- Q for the period endmg September 30, 2000)
Articles of Amendment dated July 18, 2001 (incorporated by reference to Exhlblt 4(a))

"'By-Laws (incorporated by reference to Exhibit 3(b) to Annual Report on Form 10-K for the fiscal year

ended December 31, 2003 as amended through February 18, 2004)

. Rights Agreement, dated July 18, 2001, between Integra Bank Corporation and Integra Bank N.A, as |
. Rights Agent. The Rights Agreement includes the form of Articles of Amendment setting forth terms of

Series A Junior Participating Preferred Stock as Exhibit A, the form of Right Certificate as Exhibit B and
the Summary of Rights to Purchase Preferred Shares as Exhibit C (incorporated by reference to Exhibit 1
Amendment to Rights Agreement dated September 15, 2004, between Integra Bank Corporauon and
Integra Bank N.A., as Rights Agent (incorporated by reference to. Exhibit 4.2 to the Current Report on
Form 8-A/A dated September 16, 2004)

Integra Bank Corporation Employees’ 401(K) Plan (2003 Restatement)

1999 Stock Option and Incentive Plan (mcorporated by reference to Exhlbtt A o Proxy Statement on

* " Schedule 14A filed April 24, 1999)
10(cy* *

Contract of Employment dated August 23, 1999, between National City Bancshares, Inc. andrMichael T.
Vea (incorporated by reference to Exhibit.10.1 to Quarterly Report‘on Form 10-Q for the period ending
September 30, 1999)

“Amendment to Contract of Employment dated September 20, 2000 between Integra Baiik Corporation

and Michael T. Vea (incorporated by reference to Exhibit 10¢h) to Annual Report on Form 10-K for the
fiscal year ended December 31, 2000) - :

Nonqualified Stock Option Agreement (Non Plan) dated September 7, 1999, between National City
Bancshares, Inc. and Michael T. Vea (incorporated by reference to Exhibit 10.3 to Quanerly Report on
Form 10-Q for the period ending September 30, 1999)

Employment Agreement dated July 28, 2003, between Integra Bank Corporation and Archie M.
Brown, Jr. (incorporated by reference to Exhibit 10(a) to Quarterly Report on Form 10-Q for the
period ended September 30, 2003)

Employment Agreement dated July 28, 2003, between Integra Bank Corporation and Martin M. Zorn
(incorporated by reference to Exhibit 10(c) to Quarterly Report on Form 10-Q for the period ended
September 30, 2003)

First Amendment to Integra Bank Corporation Employees’ 401(K) Plan dated January 1, 2003
Second Amendment to Integra Bank Corporation Employees' 401(K) Plan dated March 28, 2005
Third Amendment 1o Integra Bank Corporation Employees' 401(K) Plan dated January 1, 2006

2003 Stock Option and Incentive Plan (incorporated by reference to Exhibit B to Proxy Statement on
Schedule 14A filed March 20, 2003)

Executive Annual and Long-Term Incentive Plan (incorporated by reference to Exhibit 10,1 to Quarterly
Report on Form 10-Q for the period ended June 30, 2003)

Form of Award Agreement for Nonqualified Stock Option Grant under 2003 Stock Option and Incentive
Plan (incorporated by reference to Exhibit 10(m) to Annual Report on Form 10-K for the fiscal year
ended December. 31, 2005)

Form of Award Agreement for Incentive Stock Option Grant under 2003 Stock Option and Incentive Plan
(incorporated by reference to Exhibit 10(n) to Annual Report on Form 10-K for the fiscal year ended
December 31, 2005)
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Exhibit
Number

10{0)*

10(p)*

10(q)*

10(n)* -

10(s)

10(L)

21
23(a)
23(b)
31(a)
3i(b)
iz

* The 1nd1cated exhibit is a management coniract,
Item 601 of tReguldtlon S5-K. .

Description of Exhibit

Forr[n of Award Agreement for Restrictetd Stock Grant under 2003 Stock Option and Incentive Plan

(mcorpordted by reference to Exhibit 10(0) to Annual Report on Form 10 K for the fiscal year ended
December 31, 2005)

Summary Sheet of 2007 Compensation

Employmenl Agreement dated March 17, 2004, between Integra Bank’ Corporatlon and Michael B.

Carroll (incorporated by reference to Exhibit 10(q) to Annual Report on Form 10-K for the year ended
December .31, 2005) <

Emp')loymem Agreement dated March 17, 2004, between Imegra Bank Corporanon and Roger M.
Duncan b

Agreement and Plan of Merger by and among Integra Bank Corporation. PFC Merger Corp and Prairie
Financial Corporation dated as of October 5 2006, as amended (incorporated by reference to Annex A to
the | Proxy Statement/Prospectus mcluded in- the Registration Statement on Form S-4
(Reg No. 333-140044) fited January 17, 2007) '

Votmg agreement dated as of October 5,]12006 (iricorporated by reference to Exhlblt 10.1 to Current
Report on Form 8-K filed October 5, 2006) 4

Submdtanes of the Reglstrant : o -
Consent of PncewaterhouseCoopers LLP

Consent of Crowe Chizek and Company LLC

Certtf" cation pursuant to Section 302 of the Sarbanes—Oxley Act of 2002 of Chief Executive Officer
Cc,mﬁcatlon pursuant to Section 302 of tllte Sarbanes-Oxley Act of 2002 of Chief Financial Officer
Cemﬁcauon pursuant to Section 906 of the Sarbanes- Oxley Act of 2002

- 4

I o

eompensatory plan or arrangement requ1red to be filed by
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